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STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


WEDNESDAY, MARCH 27, 1957 


Ilouse or RernesENTATIVES, 
ComMirrer ON Mercw ant Marne AND FISHERIES, 
Washington, D. ( 

‘The committee met at 10 a. m., pursuant to call, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The CHamman. The committee will come to order. 

As the Chair has previously announced, the hearings which are 
beginning today are for the purpose of inquiring into ship transfer, 
trade-in, and reserve fleet polic ies under the administration of the 
Department of Commerce. These subjects are intimately related to 
our national maritime policy as laid down in the Merchant Marine 
Yet of 1936, which calls for the development and maintenance of an 
adequate and well-balanced American-flag merchant marine, for the 
dual purpose of serving our waterborne commerce and our defense. 
We will endeavor to determine through these hearings whether 
present administrative policies are consistent with the intent of Con- 
oress In regal d to our merchant marine, and whether any need exists 
for additional legislation. 

As J] stated on the House floor 2 weeks ago, it is always a matter 


of concern to me and to this cor nmittee as to whether our merchant 


inarin«e ts being maintained at levels sufficient to meet minimum mobi- 
lization requirements. This matter has been highhghted by requests 
in recent vears for legislation to help build up a reserve of usable 


tankers for national defense, as well to encourage the construction 
of newer, larger, and faster tankers for American-flag operation. 
Che equeste d legislation was enacted but has appare tly not accom- 
p lished | its intende l purpose. 
Ve have no reserve of tankers at all today. 

Of course thi saa questions are not limited to tankers, but 
re closely related to the problems of replacement of the dry-cargo 
segment of our fleet, which should be accomplished over the next 10 
vears in order to keep it up to date. 


In the meantime there have been a number of transactions approved 
by the Maritime A Iministration whereby usable vessels, particularly 
tankers, have beet approved for transfer to foreign registry subject 


to certain specific conditions: such as the flag to which transfer is 
nade and agreement to build new tonnage in American shipyards. 

f also understand that many of the vessels being transferred are 
vastly superior to ships in the reserve fleets, which another policy 
decrees must be maintained even though obsolete or badly damaged. 

These are matters which are close i related to the goals’ of the 1936 


1 
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act, with particular regard to our mobilization requirements. ‘There- 
fore, I feel it is our responsibility to air these matters fully in an 

effort to obtain a clear understanding of current developments in the 
imple mentation of basic shipping policy. 

The principal witnesses to be heard Will, of course, be the officials 
from Government Departments such as Cominerce and Defense, who 
have the responsibility of carrying out the intent of Congress and who 
are in a position to formulate policy through the administration of 
existing laws. 

Department of Commerce witnesses will appear first in this hearing, 
since that Department has jurisdiction over the administration of the 
laws relating to the subject of this inquiry. However, its jur indic ction 
can be properly exercised only through the closest collaboration with 
the Department of Defense. Accordingly, we will have testimon 
from officials of that Department to bring the subjects into focus from 
the mobilization standpoint. And, finally, there will also be testimony 
from representatives of labor and management in the maritime indus- 
try who are familiar with and in a position to inform the committee 
with regard to various aspects of the problems under consideration. 

Normally these hearings would be held before the standing Subcom- 
mittee on Merchant Marine. However, in view of its erent importance 
and the desirability of having as many members as possible acquaint 
themselves with these problems, I felt it would be desirable to conduct 
this inquiry before the full committee. In addition, certain serious 
questions have been raised involving particular transactions under 
which vessels have been transferred to foreiga registry. In this con- 
nection suggestions have been made that serious improprieties have 
grown out of the settlement between the United St: ites and the foreign 
shipowner, Onassis. It is my intention that after we have heard and 
questioned Commerce Department officials on ship transfer policy 
generally, we will call on the Maritime Administration and the Depart- 
ment of Justice to testify concerning the details of the Onussis trans- 
actions, before proceeding to the consideration of trade-in 2nd reserve 
fleet policies. 

Mr. Morse, Chairman of the Maritime Board, will be the first 
witness, 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR AND CHAIRMAN, FEDERAL MARITIME BOARD; BEN H. 
GUILL, MEMBER, FEDERAL MARITIME BOARD; WALTER C. FORD, 
DEPUTY MARITIME ADMINISTRATOR; AND ELMER E. METZ, 
DEPUTY GENERAL COUNSEL, FEDERAL MARITIME BOARD AND 
MARITIME ADMINISTRATION 


Mr. Morse. Good morning, gentlemen. 

The Cuarman. Bring your staff with you, if you care to, Mr. 
Morse. 

Mr. Morse. We have a whole team here, Mr. Chairman. 
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We have here today for the first time Mr. E. Robert Seaver, who 
is our new General Counsel. Mr. Edward Ransom resigned 6 weeks 
ago, roughly, and Mr. Robert Seaver is now with us. 

He was formerly with the Department of Justice in charge of the 
Admiralty Section in New York City, and more recently administra- 
tive assistant, I believe, to Mr. Rogers. 

You gentlemen will have the privilege of seeing Mr. Seaver from 
time to time and I am sure that you will be as highly impressed as I 
am with Mr. Seaver. 

We do not have a prepared statement but we have a document 
which will now be circulated to each of the committee members, 
ee ie “Review of Vessel Transfer Activities.’ 

[ do not know just how to get at this rather broad subject unless 
we go through this document and discuss what is involved in the 
overall picture. 

The Ciratrrman. Mr. Morse, from time to time the policy program 
of transfer-out has evidently changed or there has been a different 
type of transfer. That is the thing we want to discuss. What is 
the policy f 

Mr. Morse. I will get to that in just a moment. You will see that 
commencing on prge 1 we set forth the statutory background. 

The Cuairman. If you wish to lay the groundwork to come up to 
the policy, th: viet is your privilege. 

Mr. Morse. That is what I would like to do. 

Sections 9 re 37 of the 1916 act set out the terms and conditions 
under which foreign transfers of American- fle ag vessels may be had. 
Section 9 apples in normal times; ater 37 applies during periods 
of national emergency. We are now in, and have been since 1950, a 
period of declared national emergency, tte section 37 applies today. 

The purposes of the legislation are spelled out clearly, we think, 
commencing on page 3. General policy considerations which are 
taken into consideration in determining whether a transfer will be 
made or will not be made are set out on pages 4, 5, and 6. 

Of course, in determining the considerations which we take into 
account in respect to privately owned merchant fleet vessels, we also 
take into account what the Government has done with respect to 
Government-owned merchant vessels as to foreign transfers. In other 
words, we do not feel that the owners of private vessels should be 
treated more harshly than the Government activities in respect to 
Government-owned vessels, so that we will es to the 1946 Ship Sales 
Act, which was closed in 1950. Under the 1946 act over 1,100 Ameri- 
can-built vessels were sold to foreign flags for foreign-flag ow nership 
and operation. Ina decision since that time, in 1956, in the 83d Con- 
gress authority was issued to sell 12 CI-MAY-1 type vessels to Brazil. 

The CnamrMan. Mr. Morse, as you go along, from your recollection, 
will you as in this instance, say why these ships were sold to Brazil ? 
It was at the request of the State Department on some treaty grants, 
was it not? 
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Mr. Morsr. I am sure it was sponsored by the State Department in 
art in aid of Brazil to achieve economic stability and strength as 
Saki advantageous to the overall American Government policy. 

The CuarMan. I want these hearings to show and bring up to date 
just what the policy is. hat is the reason I asked you to do this with- 
out referring to this document which is not in the record and which 
would make the record very voluminous. As you discuss these various 
transfers, will you state what brought them to pass and why ? 

Mr. Morse. There are only two other bills which I want to mention. 
One is Public Law 665 of the 83d Congress, which authorized the sale 
of eight C1-MAYV-1’s to the Republic of Korea on substantially the 
same grounds that the CI-MAV-1’s were sold to Brazil, in aid of the 
overall economy of Korea as being advantageous to the overall Ameri- 
can Government policy. 

The CyatmrMan. On the Korean item, there was no legislation or 
action by this committee ; was there ? 

Mr. Morse. I cannot answer that. It was a bill enacted by the 
Congress, but whether this committee participated, itself, independ- 
ently of the Congress, I do not know. 

The Cuarrman. That is what I want to show. I want to show that 
a good deal of this took place through activities of the State Depart- 
ment, in all probability through some legislation in the Foreign Affairs 
Committee. Is that the case? 

Mr. Morse. I cannot answer that offhand. I could check the Con- 
gressional Record and supply it. 

The Cuatrman. In other words, there was a time when the State 
Department in all probability took the custodianship of the reserve 
fleet away from the jurisdiction of Maritime and this committee and 
operated with it as it saw fit. Isthat the case? 

Mr. Morse. The sales were directed to be made by the statute. The 
statute was directed to Maritime to make these ships available for 
sale to Korea if privately owned vessels could not be obtained, so that 
the statute was directed to Maritime. We did not sponsor the legis- 
lation. I would have to check the record, but I believe, I am sure, that 
it was sponsored by the State Department. 

Mr. Auten. Mr. Chairman? 

The Cuatrman. Mr. Allen. 

Mr. Atxien. I might call attention to the fact that your statement 
shows that the direction was in the Mutual Security Act of 1954. 

The CHatrmMan. That is what I wanted the witness to bring out. 
Mr. Allen. I wanted the witness to put it in this record so that as 
we go along we would know what was what as to the situation. 

Mr. Morse. The other act that I have reference to is Public Law 
114 of the 84th Congress, authorizing the sale of five Government- 
owned C1-MAY-1’s to the Republic of the Philippines. 

Those three transactions have been in respect to CI-MAV 
which are slow, small ships. 

The Cuatrman. Might we say in connection with that that these 
ships were chartered with an understanding that they would have a 
period beyond the closing of the Ships Sales Act to make purchase, 
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were they not? I refer to the CI-MAY-1’s sale to the Philippines. 

Mr. Morse. My recollection is that there was nothing in the char- 
ters having reference to any possible purchase by the charterers. That 
could on ly be done by spec alnand ation. 

The Cuamman. This committee passed the bill. I understand 
that. 

Mr. Totierson. Mr. Chairman. 

The CHarrMan. Yes. 

Mr. Torterson. I might inject at this point this question: Was it 
not the understanding that this committee had that those charters 
were with an understanding that eventually the sales would be made 
to the Philippines? At least that was my impression. 

The Cuatrman. At the time that the Ships Sales Act was in exist- 
ence it was evident that the Philippines were not in the position to 
buy the ships immediately after the war and it was the only case 
where we chartered under a situation of that kind. It had a great 
bearing on the question when it came up for the sale. I do think 
that to some extent that explains that. 

Mr. Minter. Were not these the ships used in the interisland trade 
there an®. which were indispensable to that trade and we accepted it 
on that theory ? 

The Cuatrman. That is right. The bill was passed on the theory 
that they would only be used in the interisland trade and much to 
my disappointment, after they got possession of the ships, and re- 
cently, these ships have been permitted to go beyond the interisland 
trade. Isthat correct, Mr. Morse? 

Mr. Morse. As I recall, the legislation authorized the sale and con- 
templated, I am sure, that they were to be used in the interisland 
trade exclusively, but gave authority to the Secretary of Commerce 
to waive that restriction under certain conditions. 

The Cuarrman. You mean just under temporary conditions, not 
permanent conditions. I might say “emergency conditions.” 

Mr. Morse. I do not have the statute in front of me. I would have 
to refer to the statute for specific language, but it was my under- 
standing at the time the legislation was enacted, and I am sure it was 
the feeling of the committee, that it was intended that they would be 
used primarily in the interisland trade. 

The Cuairman. The record in the hearings will show that that was 
the purpose. 

Mr. Morse. Yes, sir. 

The Ciramrman. All right, sir. 

Mr. Morse. Now, there was no written transfer policy prior to 1950. 
The first formal statement of a policy was issued on July 14, 1950, 
and the specific terms of that transfer policy are detailed commencing 
on page 10. 

As I mentioned earlier, section 37 became operative on December 
16, 1950, at the time the national emergency was declared by the Presi- 
dent and that national emergency still persists. 

Again, there was a modification of that policy on July 5, 1952. There 
were not very nmiumny transfers effected of American fing: ships during 








6 STUDY OF VESSEL TRANSFERS 


those early periods. We only get to substantial numbers being trans 
ferred commencing about 1954, but there were several changes. 

One was the matter of transferring Liberty tankers which was 
permitted fairly freely because they were uneconomic, slow, small 
vessels which had little or no domestic utility. 

The CnatrMan. Turning back to your statement on page 9, with 
respect to the Philippine sale, and reading from your document : 

This law required applications to be filed prior to June 30, 1956, and provided 
that the ships were to be operated only in the interisland commerce of the Philip 
pines. 

Mr. Morse. I appreciate that the statement says that, but if it is 
contrary to the statute IT am sure that the statute would override our 
statement. 

Mr. Drewry. When was the approval given for permission to oper 
ate in other than the interisland trade? 

Mr. Morse. I will supply for the record the exact date, but it was 
sometime during 1956. 

(The information referred to follows :) 

The Secretary of Commerce on August 17, 1956, authorized the Philippine 
Steam Navigation Co. and Compania Maritima to operate in the foreign commerce 
of the Philippine Islands the ships sold to them until such operation would be 
injurious to the commerce of the United States. 

Mr. Drewry. It was very shortly after it became effective. 

Mr. Morsr. Yes, sir. 

Mr. Drewry. Do you recall whether there was any hearing held 
on the matter or any notice given to anyone prior to granting of the 
approval ? 

Mr. Morse. I am reasonably sure there was no hearing, if by hearing 
ou mean a hearing of a semiformal nature. I am sure there was none. 
do not think that the statute required the Secretary of Commerce to 
ave a hearing of that character. 

Mr. Drewry. Was there any finding made as to the justification for 
granting the approval in view of the rather definite language of the 
statute? Was there a formal finding of any kind or determination 
by the Secretary / 

Mr. Morse. It is a little bit difficult for me to answer that because 
the action was taken by the Secretary rather than at Maritime level. 
I had a discussion with Mr. Weeks concerning this problem, discussing 
the pros and cons, and eventually Mr. Weeks concluded that the trading 
authority should be enlarged and we were so advised at Maritime and 
included the enlarged trading privileges in the contracts when they 
were executed. 

Mr. Drewry. Was it completely wide open or was it just enlarged ? 

Mr. Morse. No. You will find at the footnote on page 55, foot 
note H, the conditions which attached. It is about the middle of foot 
note H where it says: 


A 


. 


— 


Provided, however, That until the Secretary shall determine that the operation 
of such vessels in the foreign commerce of the Philippines north of the Equator, 
west of the international date line, and east of the 110th meridian is injurious 
to the commerce of the United States or that such vessels are required solely 
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in the interisland commerce of the Philippines, and the buyer shall have been 
ziven G months’ notice of such determination, the buyer may also operate the ves- 
sels in the foreign commerce of the Philippines north of the Equator, west of the 
international date line and east of the 110th meridian or within such other limits 
is the Secretary of Commerce may in the future find reasonable and just. 

What that means is that they may trade. .ddition to the inter- 

land trade, from south China along the Aviat ic coast northward and 
neluding Japan, 

Mr. Drewry. That is in the Northwest Pacific area generally 


Mr aoe 1 hat would be the nyo Pacific, ves 


1 think if e get down to the } po Lic ‘h was adopted In August 
195 m tradeout and proceed from that point we will get to the im- 
pO acdeoul } v which has existed in recent veatrs and how 

l a ‘4 - tO 4 ae “a . ° ‘ 

A remember, in August 1954 many American-flag Liberty 


ships were in laid-up condition. They had been laid up anywhere from 
1 month to, some of them, 9 months to a year at the expense to the 


1 


operator. ‘There was no employment for them at even a break-even 


basis They were incurring expenses of $3.500 to $5,000 a month 
merely m maintenance and wharfage and there was no immediate 
prospects of any improvement in the picture and at that time the 
Mari ine Admini ration concluded that lt would be advantageous 
to the An : flag I berty owners if some of them were permitted 

be transferred foreign so that there would be that many fewer 
under American flag and therefore more chance of profitable employ 
ment under American flag for those remaining under American flag. 


« 
Under that theory a policy was issued at that time which permitted 
a tradeout of one for one. In effect, it permitted one Liberty to be 


traded foreien if there was a commitment to retain a second Liberty 
under American flag for American-flag operation. Under that policy 
there were some 69 Libertys transferred to foreign flag. Business did 


pick up. There was an employment for more vessels. 

The 50-50 cargo legislation was adopted several months after that 
Lugust po Icy was adopted. 

The CHairman. Was it not a fact that there was a considerable 
increase in waterborne international commerce prior to that time? 

Mr. Morse. No, sir. It is my understanding that there was not. 

The CHamman. Then I ask you this question. Have those that 
were permitted to trade out lived up to the agreement under which 
they were permitted to trade out ? 

Mr. Morse. To the best of my information they have. 

The Cuarrman. Then it would be interesting to have a table in- 
erted at this pom in the record showing the ships that have been 
traded out since the closing of the Ship Sales Act and the number 
in each year and what is remaining in this so-called tramp fleet, 
because, Mr. Morse, was that not the area from whic h the ships were 


pe rmitted to be traded out under this lacreement / 
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(The information follows :) 


Vessels transferred to foreign registry since the expiration of the 1946 Ship Sales Act— 


Mar. 1, 1948—by design and year transferred as of Mar. 1, 1957 
i Excludes barges, tugs, yachts, ete. and transfers of new construction prior to delivery] 


I. TRANSFERRED FROM PRIVATE OWNERS 





I'ype and year transferred Number 
of vessels 


Type and year transferred 


} 


1948 Tankers 
P2-SE-Al 
Combination: Miscellaneou 1 ZET1-S-C3 
Freighters r1-M-LBT2 
C1-S-D1. 1 
Miscellaneous 1] 1954 
Tankers: Miscellaneous. | 2 
| Combination: Miscellaneous 
1949 Freighters 
EC2-S-Cl 
Combination: Miscellaneous. . : 2 C1-B 
Freighters: | C2-S-Bl 
Cl-S-D1. ; eg 1 EC2-S-AW1 
Miscellaneous | 10 Miscellaneous 
Tankers: Tankers 
T1-M-A2 1 || T2-SE-Al 
Miscellaneous. y ZET1-S-C3 
Miscellaneous 
1950 
1955 
Freighters: Miscellaneous 
Tankers: Combination: Miscellaneous 
T2-SE-Al_...- 1 || Freighters 
ZET1-S8-C3. 5 EC2-5-Cl 
Miscellaneous 7 ZEC2-S8-C5 
} Miscellaneous 
1951 Tankers 
T2-SE-Al 
Freighters: Miscellaneous 4 ZET1-S-C 
lankers | Miscellaneous. 
ZET1-S-C3 
Miscellaneous 3 1956 
Freighters: 
EC2-S-Cl 
1952 M isce!lancous 
Freighter Tankers 
EC2-S-C]1 . 3 T2-SE-A! 
Miscellaneous a ‘i 6 || Miscellaneous. 
lankers 
T2-SE-Al I 1957 
ZET1-8-C3 7 Freighter 
Miscellaneous 4 FC2-S-Cl 
V C2-8-AP2 
Tankers: 
1953 T2-SF-A! 
Miscellaneous 
Combination: Miscellaneous. 1 
Freighters: EC2-S-Cl. ‘ sls bhi s Total 


II. TRANSFERRED FROM MARITIME ADMINISTRATION 


1948 1949 
Combinati Miscellaneous. hdahl 8 Freighters: N3-S-A2 
Freighters Pankcrs: Miscellaneou 
C1-B 1 
VC2-S-AP2 . 4 1954 
C2 i ] 
EC2-S-Cl da 6 Tankers: ‘T2-Special 
N3-S-A2 : 12 
Cl-M-AVI1 17 195 
C1-8-D1. a 2 
Canadian Liberties... 28 Freighters: Cl-M-AV1 
Tanker: 
[2-SE-Al 27 1956 
li-M-BT! 2 || CI-M-AVI1 
ri-M-BT2 9 
ri-M-BT2 5 Total 
Miscellaneous 2 


Grand total 


Number 


of vessels 


™ bhO* 


ee ee on 


~a 


10 
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Specified designs in the privately owned fleet as of Mar. 1, 1957 


Type Number Type Num ber 
of vessels oi vessels 
Combination: Miscellaneou 7 Tankers 
Freichters T2-SE-Al 199 
C1-B 35 Z-ET1-S-C3 5 
C2-S-Bl 75 T1-M-A2 3 
C3-S-Al 3 T1-M-BT!1 2 
C3-S-A2 74 r1-M-BT?2-- 2 
ce 3 r2 as { 
EC2-S-Cl 113 Miscellaneous 112 
EC2-S-AW1 20 
VC2-S-AP 26 Total 317 
C1-M-AV1 5 
Miscellaneou 21 
Total 375 
1 Converted to dry cargo. 
Source: U. S. Department of Commerce, Maritime Administration, Statistics and Special Studies 


Otlice, Apr. 4, 1957. 


Mr. Morse. Yes; they were mainly tramp vessels. 

The Cuarrman. There were about 46? 

Mr. Morse. There were more than that, 69. 

The CuarrmMan. How many are remaining today / 

Mr. Morse. I will supply the number we have remaining under 
American flag today in just a moment. If you will turn to page 53, 
that identifies in detail. 

The CuarrmMan. Before you leave that, at this point in the record | 
want to get a statement there from you as to whether those that were 
permitted to trade out have lived up to the agreement under which 
that permission was given. 

Mr. Morse. To the best of our information they have all lived up 
to the conditions attached. 

(The information is as follows:) 


In response to the above inquiry, there is attached a statement of United States- 
flag Liberty dry cargo vessels approved for transfer to foreign ownership and 
registry, together with the list of vessels which were committed for retention 
under the United States fing for the period January 1, 1954, to and ineluding 
December 81, 1954. There were a total of 69 Liberty dry cargo vessels approved 
for transfer, pursuant to the Liberty dry cargo policy which was adopted on 
August 16, 1954, and terminated on December 17, 1954. The termination date 
Was applicable only to the filing of new applications and did not affect those 
applications which were pending with the Maritime Administration on December 
17, 1954. 

Of the vessels listed for retention under the United States flag, 14 have been 
subsequently approved for transfer to foreign ownership and registry in connec- 
tion with “trade-out-and-build” applications. By the Maritime Administrator's 
foreign transfer policy of November 5, 1956, ‘“‘committed” dry cargo vessels are 
permitted to be transferred foreign if the owner undertakes a replacement pro- 
gram. The remaining vessels on the list are still operating under the United 
States flag. 


The names of the 14 vessels transferred are: 


American Eagle Jose Marti Transporter 
American Oriole Kenneth Stevenson Rayvah 
American Starling Northport Venetia 
Helen Stevenson Oceanic Meta D* 
Harold T. Andrews Thunderbird 
\ constructive total loss—-abandoned to alien underwriters and resold by them to 
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On pages 53, 54, and 55 is an itemized list of all ships transferred 
foreign from January 1, 1956, through March 15, 1957. You want 
some information prior to January 1, 1956, and we have a table which 
we will distribute now which commences July 1, 1954, through June 
30, 1956, showing all vessels on which the approval for transfer has 
been formalized. 

This table which is now being supplied, plus table 13 which is on 
page 53 of the prepared report, shows all transfer actions commencing 
July 1, 1954, through March 15, 1957. 

Mr. Totuerson. Mr. Chairman, could I ask a question ? 

The CHarrman. Yes. 

Mr. Totuerson. Do those include the transfers to Korea and Brazil 

Mr. Morse. Yes, sir; all transfers. 

Mr. Totierson. How about the Philippines? 

Mr. Morse. It includes all transfers. You will note on the docu 
ment which is now being distributed that it shows by month, the 
name of the vessel, the type of the vessel, the tonnage, the date when 
built, the name of the owner or the applicant, the name of the pur 
chaser, the foreign registry, and the conditions which are attached to 
each transfer. 

If you will turn to the last page of that document the legend show- 
what the various conditions are. You will see in the righthand mar 
gin, for example, A, B, and C. A means there may be no sale or 
transfer of ownership, or transfer of stock interest (except to United 
States citizens), or transfer to other foreign registry without prio: 
consent of the Maritime Administration. 

B means that the vessel is to be made available to the United States 
if requested on the same terms and conditions as though requisitioned 
for use and charter as provided in section 902, Merchant Marine Act 
of 1936, as amended. 

In effect, what that says is that, if the vessel is required for Gov 
ernment use in the event of an emergency, the vessel will be obtained 
by the Government at the same price and on the same terms and co! 
ditions as though it had remained under American flag. 

Condition C is that the vessel is not to engage in operations pro 
hibited to United States-flag vessels under Departme nt of Commerce 
transportation orders T-1 and T-2. Those have reference to dealing 
with Communist countries. 

The other conditions which are attached are set out in that legend 
so that between these two documents, we have detailed every transfe1 
commencing July 1, 1954, through the middle of March of this vear. 

Of course, before we approve a transfer in principle we chec k out 
with the Navy Department whether the specific vessel in the opinion 
of the Navy is required for retention under American flag for na 
tional-defense purposes. 

If the Navy Department says that it is required, we deny a foreign 
transfer. If the Navy Department says it is not required for national 
defense purposes, then we also check with the State Department to 
see if the State Department has any objection to the transfer to the 
particular buyer or to the foreign country. 

We also check through our security oflicer in Maritime to see if th 
particular buyer is acceptable for security reasons. We also check 0: 
the citizenship of the transferee. 
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We insist that the transferee corporation, if it is not an American 
corporation, be American controlled; in other words, that 51 percent 
of the stock be American owned and, since early January of this year, 
we also insist that a majority of the directors of the corporation be 
American citizens. 

Mr. ZevenKo. May I interrupt, Mr. Chairman ? 

What steps do you take to investigate the citizenship or ownership ? 
Is there a procedure in your Department, Mr. Morse? 

Mr. Morse. Yes, sir. 

Mr. ZeLENKO. What do you do to check on the citizenship ¢ 

Mr. Morsr. We have Mr. Metz of our General Counsel’s Office here. 
I would like to have him explain what our General Counsel’s Office 
does to check on citizenship ? 

Mr. ZetenKo. Do you think it would be worthwhile now or do you 
want to go ahead and have Mr. Metz later on that point? 

The CuarrMan. You have a right to ask a question that deals with 
this subject of transfer out. 

Mr. ZectenKo. Very well. I would like to have the answer at this 
time then. 

The CHarrMan. Give your full name for the record. 

Mr. Merz. 1 am Elmer E. Metz. 

At the present time we rely upon affidavits that are filed by an 
officer of the company setting forth the percentage of stock owner- 
ship, the number of shares issued and outstanding, and the number 
that are held by American citizens. 

Mr. ZeLENKO. Do you mean that you just take the affidavit on its 
face and that is sufficient for the purpose of this law ? 

Mr. Merz. At present we do; yes. 

Mr. ZeLenkKo. Do you have any procedure to verify whether the 
affidavit is authentic or who the party is that drew the affidavit? 

Mr. Merz. Ordinarily, that is verified by the security officer if there 
is any reason to believe that they have been trading behind the Iron 
Curtain, let us say, or any other trading methods which are not 
approved. 

Mr. ZeLeENKO. What would constitute sufficient reason in your opin- 
ion or under your procedure to investigate an affidavit ? 

Mr. Merz. If we have any reason or any report that such is not the 
actual fact. 

Mr. ZELENKO. Suppose you had had previous dealings with a cer- 
tain person which were not consistent with fairness and integrity and 
that person submitted an affidavit to you. Would that be sufficient 

‘suse for you to investigate ? 

Mr. Merz. I think so, yes. 

Mr. Zevenxo. Have you done tliat in all such cases / 

Mr. Merz. I think we have. 

Mr. ZELENKO. Have you done it in every one / 

Mr. Merz. I do not say every one. So far as I know we have. 

Mr. Zevennxo. To sum this up, the only check that you have on the 
citizenship in any of these ransfers is the receipt of an affidavit by 
person or persons known or unknown and usually that is sufficient for 
the Maritime Administration on the question of citizenship, is that 
right ¢ 

Mr. Merz. That is the present policy. 








18 STUDY OF VESSEL TRANSFERS 


Mr. ZetenKo. When was that policy started ? 

Mr. Merz. You speak of all the transfers. That is not and was not 
the procedure previously. I say “previously” to mean that we 
changed that some time in 1956, I believe. 

Mr. Zetenxo. Is the policy you have now supposed to be more 
rigid ? 

Mr. Merz. This was a relaxation. Previously we made them fur- 
nish birth certificates and all of the supporting data with respect to 
each item of citizenship. 

Mr. Zecenxo. You did that up until what date, sir? 

Mr. Merz. Until some date in 1956. I do not just recall when. I 
arose in connection with some mortgage loan imsurance applications 
and some of the financial institutions lending money found it quite 
burdensome to meet our requirements. For instance, there was on: 
lending institution that had 25 directors and our requirements up to 
that time required each director to submit proof of his United States 
citizenship. Ordinarily that would be to furnish us with a birt! 
certificate. 

Mr. Zetenxo. Is this in substance what you are telling us, sir: That 
up to some time in 1956 the Maritime Administration for proof ot 
citizenship in these transfer-out-and-build required not only affidavits 
but birth certificates and other supporting data in order that the Mari 
time Administration would be sure that the citizenship as submitted 
to you was accurate and authentic; and that, because certain lending 
institutions found that procedure burdensome you changed that ‘ 
Was it because it took too much time and effort ¢ 

Mr. Merz. It took not only time but we found that with our limited 
personnel we could not keep up with the work. 

Mr. ZELENKO. In other words, please tell me if this is a fair résum« 
of what you say: Because certain lending institutions found that the 
check which the M: aritime Administration made on the citizenship wa 
burdensome, the Maritime Administration relaxed its requirements in 
order to make it more convenient for the lending institutions to suppl) 
mortgage money. Is that in substance what you are telling us, sir! 

Mr. Morse. I will answer that. That is not the reason. We found 
that it became so burdensome that we could not police it. We were 
having to check on the citizenship of directors of the Metropolitan Life 
Insurance Co., the Chase National Bank, all the big American banks 
in the country, and to get citizenship affidavits from every directo 
That is unreasonable. 

Mr. Zetenxo. Now then, Mr. Morse, we find that you have no check 
at all. You take an affidavit and that makes it convenient for the 
lending institutions, does it not ¢ 

Mr. Morse. Irrespective of whether it makes it convenient for the 
lending institutions or seller or buyer we find it is the only practical 
way to do our own business. 

Mr. ZetenKo. Do you think it is practicable to take somebody’s 
word as to the citizenship requirements ? 

Mr. Morse. You are putting a connotation on it which is not 
factual. 

Mr. Ze.tenKo. I do not wish to put on any connotation. I want to 
understand what you are telling us. If I have misconstrued it please 
explain it. 
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Mr. Merz. We still do investigate certain ones. For instance, 
every applicant for title XI mortgage insurance, we do at that time; 
and before we enter into any commitment to insure or contract to 
insure we still make those checks. We do on every subsidy applicant. 
On construction or operating subsidy applicants we still do go through 
that formality. 

Mr. Zetenxo. Which are the cases in which you do not do it? 

Mr. Merz. On the foreign transfers ordinarily, ordinary mortg 
aid, we take their affidavit because we feel that we are entitled to rely 
upon the general statute which makes that a criminal offense. 

Mr. ZeLtENKOo. You may rely on the statute but does that give you 
ground for relying on the authentic ity of an affidavit? 

Mr. Merz. I think the Administrator so felt or he would not have 
authorized the procedure. 

Mr. ZeLenxo. Let me get this correct and I shall not belabor this 
point any more. Up to some time in 1956 in these transfers the Mari- 
time Administration did go through somewhat of a thorough check 
on the citizenship requirements but since that time you have modified 
or relaxed the policy because either you do not have enough people 
to police it or on the other hand because it was burdensome to certain 
lending companies, and that was your own expression, sir, you have 
relaxed the policy so that now all the Maritime Administration re- 
quires generally is merely the submission of an affidavit and that is 
sufficient proof and sufficient statistics for your department to say 
that, “We have the citizenship requirement fulfilled.” 

Is that a fair statement of what you have told us? 

Mr. Morse. On the transferee corporation we know the identity of 
the shareholders. We know that some of the shareholders are trans- 
ferors whom we know are American citizens so that if there is any 
question about it we know right from the face of the record whether 
we have to check into it beyond the affidavit. 

Mr. ZetenKo. Would you say, Mr. Morse, that your knowledge is 
a personal knowledge or a knowledge of your Maritime Administra- 
tion or Commission as such, as to the knowledge that certain people 
are citizens ? 

Mr. Morse. In part that and in part the previous citizenship 
searches and records which we have established in respect to the people 
when they were owners of the American-flag vessel. They continue 
on and are part owners of the vessel when it is put under foreign 
flag. 

Mr. Zetenxo. Are there any records in the Administration to show 
the citizenship of these people whose names you say are familiar to 
you? 

Mr. Morse. Certainly. 

Mr. Merz. Certainly. 

Mr. Zetenxo. What are the checks other than merely the receipt 
of the affidavit that you take at the present time? 

Mr. Metz. If we have any reason to suspect that they are not citi- 
zens, which could be by rumor given us from the outside or from any- 
one inside and, of course, we do have our records, we go back. Very 
often these people have been in as an applicant for some other aid 
under one of the various shipping acts and quite often we find that 
we have the information with regard to those people. We do check 
our records to see whether or not we have anything. 
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Mr. ZeteNKO. Do you ever get any affidavits in this procedure from 
persons who are not citizens but which you require to be filed at some 
time in these transfers ? 

Mr. Merz. No, I do not think so. The affidavits ordinarily are by 
the secretary of the corporation or the vice president, and they usually 
are citizens. 

Mr. ZeLenxKo. I have just one more question at this point. 

Who is it in the department, one or more persons, who looks an 
affidavit over and says, “This person is a citizen so that we do not have 
to check any further?” 

Mr. Merz. Well, that would be in the General Counsel’s office. 

Mr. ZELENKO. Who would it be? 

Mr. Merz. It might be an Assistant General Counsel or it might 
be me. 

Mr. ZeteNKO. Does everybody in the General Counsel’s office know 
who is and who is not a citizen by the name on the affidavit ? 

Mr. Merz. Not everybody, but those who work on citizenship mat- 
ters do; yes, sir. 

Mr. ZeteENKO. You would concede, would you not, Mr. Metz, that 
that is not the most careful procedure to follow in a situation like this? 

Mr. Merz. I would say it is a very practical one under these con- 
ditions. 

Mr. Zeten«Ko. Is it a safe one, in your opinion ? 

Mr. Merz. We have found no cause for doubting the safety of it 
as far as my knowledge goes. 

Mr. ZeLenKo. I beg your pardon? 

Mr. Metz. So far as my knowledge goes I think it is safe. 

Mr. ZELENKO. You are an attorney, sir, are you not? 

Mr. Merz. I think so. 

Mr. Morse. I will assert that he is a very good lawyer. 

Mr. ZetENKO. Do you figure that this is a safe procedure ? 

Mr. Merz. I said, so far as my experience goes it has proven to be 
safe; yes, sir. 

Mr. Zeten«Ko. In other words, you had not trouble up to this time? 

Mr. Garmatz. Will the gentleman yield? 

Mr. Zevenxo. I yield. 

Mr. Garmatz. If you have reference to someone you keep a record 
as to whether he is a citizen or not, is that right ? 

Mr. Merz. That is right. 

Mr. Garmatz. If he goes to another company or puts a ship under 
another flag that w ould not ch: unge his citizenship. Your file shows 
that he is an American citizen. 

Mr. Merz. That is right, that is correct. 

Mr. Sueruan. Mr. Chairman? 

The Caarrman. Mr. Sheehan. 

Mr. SHeenan. Is there any criminal offense if they file a false 
affidavit, Mr. Metz, pursuing this question of Mr. Zelenko’s? 

Mr. Merz. Yes, sir. 

Mr. Surenan. In other words, if you go back to the Taft-Hartley 
Act, you will remember that Congress put in there very specifically 
that union business agents or officers merely file an affidavit that they 
are not Communists. 

Mr. Merz. That is correct. 
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Mr. Surenan. Therefore, you are following in your department. a 
set procedure set up by the Congress, in merely requiring an affidavit, 
is that right? 

Mr. Merz. That is correct. I believe the statute says “any written 
statement.” It does not have to be an affidavit and if it is false for 
the purpose of inducing action I think that is ground for criminal 
prosecution. 

Mr. Suernan. If they did file a false affidavit and it was found 
out it would be up to the Attorney General to prosecute. 

Mr. Merz. It would be reported to the Department of Justice for 
prosecution. 

Mr. Suernan. Therefore, you are taking as ordinary and good 
precautions as the Congress sets up for all of the American citizens, 
is that right? 

Mr. Merz. We think so. 

Mr. Sueenan. Let me ask this question then. In seeking these 
affidavits as to citizenship, do you seek them from the officers of the 
company or the stockholders ? 

Mr. Merz. From the officers, because the affidavit relates more than 
to the mere stock ownership. It relates to the citizenship of the 
officers and directors. 

Mr. Sueenan. It then could happen that foreign interests could 
own all of the stock ownership and yet the officers and directors might 
be citizens, is that not right ? 

Mr. Merz. It could be possible. It would be quite unlikely, but it 
could be possible. 

Mr. Soren an. It may not be unlikely because many of us are getting 
concerned about the operations in many of our defense plants in this 
country where foreign capital is coming in ostensibly from Swiss 
banks where they do not reveal the ownership or control and certain 
American companies are now controlled by Swiss banks and no one 
knows who the ultimate ownership is. 

Mr. Morse. But, Mr. Sheehan, we require in this affidavit that they 
certify that at least 51 percent is American owned. 

Mr. Sueenan. The ownership of 51 percent of the stock is owned by 
American citizens. 

Mr. Merz. To what length the affiant went to get the information we 
do not know, but he does make the statement that at least 51 percent of 
the outstanding and issued stock is owned by American citizens. 

Mr. Surenan. All I can say, Mr. Metz, is that in my opinion it 
seems to me that if you require the aflidavit, as we t talked of, and also 
the ownership, that is all we can expect, and I think you are doing 
a good job. 

Mr. THompson. Will the gentleman yield ? 

Mr. Sueenan. I yield. 

Mr. THompson. I have just one question. What records do you 
keep, if any, in the event of the transfer of stock some time immediately 
afterward or any time after the transaction has been completed ? 

Mr. Merz. Under these foreign transfers there is a condition that 
no stock shall be transferred to a person not a citizen of the United 
States without our consent. If any stock is transferred and reported 
to us we do make a note to whom it is transferred. In fact, special 
consent must be obtained before that can be done. 
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Mr. Zetenxo. May I have just one more question? In the event 
that you find that the affidavit as to control or ownership is false, do 
you have a procedure to follow ? 

Mr. Merz. We have never found that, but it would be referred to 
the Department of Justice. 

Mr. ZetenKO. May I call your attention, Mr. Metz, to a case pres- 
ently pending in your department which we shall not take up. On 
December 20, 1955, in the district court before Judge Youngdahl, he 
ordered a man named Onassis, a Greek, to divest himself of any control 
that he had in certain American companies, the United States Petro- 
leum Transport—I am giving you this in a gross way because I believe 
you have the matter before you. 

On January 1, 1956, just about 3 weeks or 2 weeks later, the books 
of the company show that the m: ijority stock interest in United States 
Petroleum Transport was in the hands of American citizens. 

On August 10, 1956, this man Onassis transferred the entire stock 
of United States Petroleum Transport to a trustee. 

That matter is pending before you people. Have you investigated 
to find out where he got this stock between January 1 of 1956 and 
August 10, 1956, when he transferred all of the stock? Would that 
not be a matter such as that that you are talking about now? 

Mr. Merz. It comes within that category, but this particular matter, 
Mr. Zelenko, was handled by the Department of Justice and perhaps 
your — should more properly be directed to the Department. 

Mr. Zetenko. Very well. I shall not pursue that at this time. You 
do not have any data with you now on that particular transfer ? 

Mr. Merz. I do not know how the stock was transferred. I do know 
that it was transferred. Whether Mr. Onassis personally did it or 
whether he caused it to be transferred by others, I do not know. 

Mr. Zetenko. Did your department not have before you a certain 
trust agreement dated August 10, 1956, in which Onassis personally 
transferred the stock of United States Petroleum Transport to trus- 
tees? That isso; isit not? 

Mr. Merz. That can be done through a medium. He can transfer 
it through a medium. As I say, I do not know just how that transfer 
was effected and suggest that the answer be obtained from the Depart- 
ment of Justice. 

Mr. ZetenKo. I respectfully call your attention, sir, to a copy of 
x trust agreement which was furnished to me by Mr. Morse which 
you people had in your possession. Just bear with me for one moment, 
sir. Here itis. It isa trust agreement dated August 10, 1956, between 
Aristoteles S. Onassis, grantor, and the Grace National Bank of New 
York. as trustee. 

I received this trust agreement from the Maritime Administration. 
You people apparently were familiar with this. 

Mr. Merz. That is right. 

Mr. Zetenkxo. What TI want to know, because it is in the general 
class of the transactions that you are talking about, is whether you 
people looked into the matter to find out how Mr. Onassis was able 
to own this stock if he did own it on August 10, whereas on January 1, 
of 1956, the books of that company do not show him owning 1 share 
of stock and in December of 1955 he agreed to divest himself of any 
which he had. 
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Mr. Merz. May I call to your attention that the trust agreement 
says that “In consideration of the mutual covenants herein contained 
the grantor’”—that is Mr. Onassis 

Mr. ZeLENKo. Pardon me for interrupting. That is Mr. Onassis in 
person ; 1s 1t not ¢ 

Mr. Merz. That is right, but let me continue to read. It says, “the 
grantor has transferred or arranged for the transfer.” That is what 
[ said. I do not know whether he did it through others or through 
himself personally. 

Mr. Zetenxo. Is that a matter of semantics?) The word “grantor” 
means the one who gives, does it not, legally ? 

Mr. Merz. But the grantor either did the transferring or arranging 
for the transfer. That is the point I make. 

Mr. ZeLtenko. Is there anything in this trust agreement that shows 
that Onassis did not own the stock ? 

Mr. Merz. There is nothing in this trust agreement which shows 
that he did or did not own it. 

Mr. ZeLenKO. May I ask you again, sir, who is the grantor in the 
trust agreement ¢ 

Mr. Merz. I have answered that, Mr. Onassis. 

Mr. ZetenKo. Mr. Onassis. What is the meaning of “grantor”? 

Mr. Roseson. Mr. Chairman, a point of order. 

Mr. ZetenKo. I will stop this questioning at this point and continue 
it subsequently. 

Mr. Rorrson. I raise the point that the question seems to go way 
beyond the purpose of the hearing. 

The Cuarrman. The purpose of the hearing is to ascertain what is 
the policy of the Maritime Administration with respect to transferring 
out foreign flag vessels now under the American flag and what is 
going on down there and what the policy is. This question that has 
arisen here has given me a great deal of concern. These hearings, as 
I said, were scheduled according to a former report we put out that we 
would later have the Maritime up here on this question. 

Now, whether this question of the Onassis transaction needs to be 
brought in in connection with this is a very fine point, I think. I had 
hoped that Mr. Morse’s full statement on the subject of transfer out 
would go along and this question might be brought up later. 

Mr. Rosrson. I think that would be a proper procedure. That is 
the point I make. 

Mr. THompson. Mr. Chairman, in connection with the question | 
isked previous to Mr. Zelenko’s last questions, could I ask one more 
juestion ¢ 

The CuatrmMan. Yes, sir. 

Mr. THompson. You stated, I think, in answer to my question that 
vou did provide for a statement in this affidavit that no shares of stock 
would be transferred without prior approval of the Maritime. 

Assuming that Mr. Onassis in this case, with which I am not 
familiar, did divest himself of stock, or to your satisfaction at least, 
did, and then in August he transferred all of the stock to a trustee, 
would you not say that if he acquired this stock at a later date that 
he would have violated that statement in the affidavit, and if he did, 
what steps did you take either reporting to Justice or going into 
the question to see whether or not he did violate the agreement ? 
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Mr. Merz. I believe that you misunderstood my statement. I did 
say that that requirement was put in the affidavit. It is a condition 
to foreign transfers to consent to transfer to foreign-flag registry o1 
title and it is at that time that we would find it. 

Mr. Onassis had not previous to August 10, 1956, obtained our con- 
sent to transfer foreign and therefore there was no such condition as 
that attached. 

Mr. ZecenKo. Will the gentleman yield? 

Mr. THompson. Yes. 

Mr. Zecenko. I am going to assist you in your investigation. On 
March 12 in a civil procee eding i in New York County in which Onassis 
was being sued, there is an affidavit on file. 

Mr. Garmatz. Let us go on with the witness. 

Mr. ZeLENKO. I am not going afield. 

Mr. Mittrr. You are afield now. 

Mr. ZeLenxKo. Very well. 

Mr. Garmatz. That should be presented in court, not in this com- 
mittee hearing. 

The Cuatrman. There is this question. That is what we want to 
find out about these foreign transfers. 

Mr. Asutey. It is the first time we have been on the subject, it seems 
to me. 

The CHarrman. Suppose, if you do not mind, Mr. Zelenko, that 
you withhold your question until later because I am going to put all 
of this in the record. I am going to protect the rights of any membe1 
of this committee to ask questions about transactions that the Maritime 
Administration took. 

Mr. Detiay. Mr. Chairman, I would like to ask a question. It 
seems that Maritime feels that they have proper jurisdiction and a 
sufficient number of safeguards, as Mr. Sheehan puts it, in the normal 
course of protection and are pretty much satisfied with their system 
at the present time. 

Mr. Zelenko seems to think otherwise. I would suggest that per- 
haps Mr. Zelenko can tell the committee and tell the Maritime what 
he thinks should be the proper procedure or what his views are on 
the matter. 

Mr. Asutry. Is it not true that Mr. Zelenko was trying to develop 
facts as to whether proper safeguards are employed by the Maritime? 

Mr. Detiay. What if we think the Maritime activities are special 
activities that should have special consideration? Where does Mr. 
Zelenko think the administration could go beyond the routine? 

Mr. Dincextx. I wonder if our colleague is not trying to curtail the 
right of our friend from New York to ask proper questions at this 
point, our colleague being new at the business. 

Mr. Detiay. Mr. Sheehan said that he thinks the Maritime is con- 
ducting itself satisfactorily in the interests of normal routine and 
accepted operations. 

Mr. Zelenko feels and I, myself, feel that the field of Maritime, 
particularly the part that applies to national defense, is a field be- 
yond normal activity. Perhaps there should be additional safe- 
guards. 

Mr. SantancGewo. I think the request to have one of the members 
give his viewpoint as to proper field of legislation is not a proper 
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request. I think we are trying to ascertain facts upon which we can 
base legislation or make recommendations. 

I think the question put to one of the committee members as to what 
he thinks at the moment to be the proper procedure is not in order. 
I think the question itself is out of order. 

The Cuamman. Whose question do you think is out of order? 

Mr. Santancexo. Congressman Dellay’s question is out of order. 

The Cuamman. I am going to let the.members of this committee 
ask such questions as they want to ask. 

Mr. Dettay. Thank you, Mr, Chairman. 

The Cuarrman. It is my responsibility to be here to preside over 
this committee and to hold these hearings and I am going to hold 
them. Heretofore I have never stopped any member from asking 
questions about the subject which we have before us. The subject 
is the transfer out of ships. If any member wants to ask questions 
as to how they were transferred, why they were transferred, under 
what conditions they were transferred and if the transfer is proper, 
I think Mr. Morse is capable of protecting himself on his adminis- 
trative duties. 

If it comes to a question of whether he is right or somebody else is 
right, that is a question that the report might point out; and the 
question is whether or not you need additional legislation. 

It is interesting to me to know that you say you changed your policy 
in 1956 on account of the great, voluminous amount of work that it 
required. Is that correct ? 

Mr. Merz. That is correct. 

The Cuatrrman. Now, then, how many transfers were made prior 
to 1956 and how many have been made since then? You say you 
could not keep up with the work. You changed it so that you could 
keep up with the work. How many transfers did you have prior to 
1956 2 

Mr. Morse. It is a matter of counting them 

The Cnarrman. Just roughly, how many did you have ? 

Mr. Morse. That appears in table 3, which is page 34. It shows 
by years when the transfers were effected commencing July 1, 1951. 
There were 81 aggregate transfers made in that fiscal year; 42 in the 
fiscal year commencing July 1, 1952; 82 in the fiscal year commencing 
July 1, 1953; 146 in the fiseal year commencing July 1, 1954. 

The Cuarrman. We will have order and keep a aaa of this so 
that we can get the total number. 

Mr. Morse. 103 in the fiscal year commencing July 1, 1955, or a 
total of 454 in the period July 1, 1951, through June 30, 1956. 

The Cuarrman. How many have you had since then? 

Mr. Morse, the question I want to ask you is this: You went into 
all this detail prior to 1956, did you? 

Mr. Morse. Just a moment, please. You asked me a question about 
the transfers subsequent to July 1. We will supply the number trans- 
ferred subsequent to July 1, 1956, for the record. 

The CaarrmMan. Approximately how many did you have? 

Mr. Morse. I would just be guessing. It was perhaps in the neigh- 
borhood of 100. I am just guessing, though. 

The CHamman. That is interesting to me. You had some 400 
prior to 1956 and you went into the detail of all this examination on 
that four hundred-odd transfers. 

(The information follows:) 
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38 STUDY OF VESSEL TRANSFERS 


Mr. Morsre. We investigated not only the citizenship of the trans- 
ferees. We investigate the citizenship of mortgagees, mortgagors, 
subsidy applicants. 

The CuHatrmMan. The statement was made, if I recall, Mr. Morse, 
that the reason you changed the policy of this thorough examination 
which went on prior to 1956 was that it was so voluminous that you 
did not have the personnel to carry it out, so that you changed it. 
However, as of your record, there were more transfers out during 
the time you made the rigid examination than there have been since; 
is that correct ? 

Mr. Morse. I believe that is a fact. 

The CHatrman. Then, does the reason given for changing the 
policy hold water ? 

Mr. Morse. I think so. I think it was so burdensome in Maritime 
that the lawyers that were investigating these things were not an 
adequate sized staff to take care of the problems i in the legal section. 

The CuHarrman. How did you take care of them before ? 

Mr. Morsr. I would say that there were delays in doing things, 
normal routine things that were deferred. 

The Cuatrman. All right, Mr. Morse. Go ahead with your general 
statement. 

Mr. Auten. Mr. Chairman, may I ask one question ? 

The Cuarrman. Mr. Allen. 

Mr. Auten. Mr. Morse, in the light of the experience that you have 
had in view of your own administration previously, would you say 
that the voluminous type of work that was done was necessary or 
desirable or produced any different results than the more simple pro- 
cedure that you follow now ¢ 

Mr. Morse. Our experience has been that, even where we got the 
birth certificates from the individuals, even when we went into those 
great details, we were unable to discover misrepresentations. In other 
words, they were true affidavits that were being filed with us when we 
made the thorough study, so that there is no reason to assume, now 
that we are not making as thorough a study, that the affidavits would 
be other than correct. 

Mr. AuLEeN. In other words, the results under both systems seem to 
be the same. 

Mr. Morse. From our experience; yes, sir. I might add that when 
the first Onassis transaction came through Maritime we were then 
following that policy of requiring a birth certificate. 

Mr. Auten. Thank you. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. In connection with these false affidavits of citizen- 
ship, if there are any, would that be a basis for an action in fraud to 
set aside the entire transaction ? 

Mr. Morse. Certainly, as well as criminal proceedings, as well as 
penalty violations in the transfer approval. 

Mr. Totterson. The criminal prosecution would be possible and also 
an action to set aside the whole transaction. 

Mr. Morse. Yes, sir. 

Mr. Ray. Mr. Chairman. 

The CuatrmMan. Mr. Ray. 

Mr. Ray. Looking at your table beginning on page 53, Mr. Morse, 
the date of approval ‘is the date which is important with respec t to these 
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matters of investigation rather than the date of transfer. You make 
your study before you give your approval. 

Mr. Morse. The date of approval is the critical date. 

Mr. Ray. You just run down the figures; there have been quite 
a few more approvals since July 1, 1956, than there were in the 
preceding 214 years. I wondered whether that gave any sort of an 
answer to some of the questions that have been asked this morning. 

Mr. Morse. That would, in part, answer it, Mr. Ray, but then from 
this other table that I supplied here, it shows the approvals affected 
commencing in July 1954. This other table does not indicate the 
date when the approvals in principle were made. It shows when 
they were formalized. 

Mr. Ray. I thought it indicated a trend that supported your state- 
ment earlier. I thought there was some support for your earlier 
statement in the fact that more had been approved in the last few 
months than had been approved in the preceding much longer time. 

Mr. Morse. We did have a very substantial number of applicants 
commencing in March of 1956. 

Mr. Ray. I will not pursue that further. 

Mr. ZeLenko. Will the gentleman yield ? 

Mr. Morse. I cannot recall the exact date in 1956 when we eased 
our citizenship-search requirements, but I will supply it for the 
record. 

(The information referred to is shown in letter of May 31 beginning 
on p. 160.) 

Mr. ZeLeNKo. Will the gentleman yield for a moment? Suppose, 
during the course of one of these proceedings, your attention is di- 
rected to the possibility that the citizenship requirement might not be 
met. Do you hold up the proceedings? Do you investigate fur- 
ther? What is your policy? Do you proceed anyway ? 

Mr. Morse. To the best of my recollection we have not had a single 
instance where there was a citizenship question. If there were a 
citizenship question we would refuse to go ahead with the transfer. 

Mr. Ze_enKo. Let me call this to your attention, Mr. Morse. 

Mr. Morsr. This matter of the Onassis thing was brought to my 
attention within the last week or 10 days. 

Mr. ZeLenko. May I call your attention, sir, to a letter which I 
wrote to you on July 25, 1956. There has been correspondence be- 
tween that date and the date you mentioned. I believe you told us 
that the first time you had any knowledge of this was a couple of 
weeks ago. 

Mr. Morse. Of the affidavit; yes, sir. 

Mr. Zetenko. On July 26, 1956, I sent you the following letter. 


Dear Mr. Morse: I would appreciate it if you would forward to me at once 
copies of the proposals or details which I have recently read about on the Onas- 
sis matter involving the building of new tankers in this country and the per- 
mission to transfer foreign of certain of his tankers together with the action 
taken by your office on the same. 

Thanking you for your cooperation, and with kind personal regards, I am 

Sincerely. 


That was the first inquiry you had regarding this transaction; was 
it not ? 

Mr. Morst. From you; yes, sir. That did not raise the question 
of citizenship. 
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Mr. ZetenKo. I will get to that in a moment, if you do not mind, 
Mr. Morse. Now, on August 2 you answered and, without going into 
your letter or reading it all at this time, you say in substance: 


In reply to your letter of July 25, 1956, you are advised that the Maritime 
Administration on June 29 approved in principle. * * * 


and you set out the deal. Then you state that— 


The above approval was subject to full compliance by the United States 
Petroleum Carriers, Inc., with the applicable conditions involved— 


and you go into the fact that the citizenship requirements will be made. 

You wind up by saying: 

If the above does not sufficiently answer the request contained in your letter 
of July 25, 1956, we shall be happy to supply you any other data— 
et cetera. 

You have only approved it in principle. 

Now, to save a little time I will refer you to a letter which I wrote 
on December 14 to Mr. Walter C. Ford, the Acting Maritime Adminis- 
trator. That is Admiral Ford here. He wrote me on August 15, 1956. 
That, apparently, was in answer to correspondence with you. 

DEAR Mr. ZELENKO: Receipt is acknowledged of your letter of August 6 in 
acknowledgment of our letter of August 2 with respect to the proposal of United 
States Petroleum Carriers, Inc., approved by the Maritime Administration on 
July 29 and July 30. 

The Maritime Administration’s approval of all transactions of the trade-out- 
and-build type requires that the United States owners of the vessels to be con- 
structed shall be citizens of the United States within the meaning of section 2 
of the Shipping Act of 1956, as amended. This requirement applies, therefore, 
to the United States Petroleum Carriers and when their citizenship is estab- 
lished for this purpose our records concerning the matter will be available to 
you for your examination if you so desire. 


That is dated August 15. 

It would be fair, Mr. Morse, would it not, to agree that I had in- 
quired about the citizenship on this transaction as early as August 15? 

Mr. Morse. Yes, sir. 

Mr. ZeLENKO. Now, I have another letter which I wrote to Admiral 
Ford on December 14, 1956. 


DEAR ADMIRAL ForpD: Reference is made again to your letter to me dated 
August 15, 1956, with respect to United States Petroleum Carriers, Inc., ap- 
proved by the Maritime Administration on June 29 and June 30. In that letter 
you mention that when the citizenship of the aforenamed company is estab- 
lished for the purpose of coming within the scope of the law, you will make the 
information available to me. I have just read in the newspapers of further 
developments on this matter and would appreciate hearing from you as soon as 
possible regarding my request. I would appreciate it if you would forward your 
information to me at my New York office, 285 Madison Avenue, New York, N. Y. 

With every good wish. 


This makes it clear and I think we agree, Mr. Morse, that I had not 
received any information from Maritime between August 15 and 
December 14. I think your correspondence will show that. 

Mr. Morse. I accept your statement. 

Mr. Zetenko. Although I had requested information on citizenship. 

Mr. Morse. I accept your statement. If we were derelict I apolo- 
gize. 

Mr. Zetenko. There is no personal apology required, of course. 
This indicates, does it not, that the Maritime Administration was on 
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notice from someone, in this case me, that there was a question of the 
citizenship in the transi ction. At least it put you on some notice. 

Mr. Morse. You bet we were on notice and were very much con- 
cerned about this question. 

Mr. Zetenko. And you people proceeded. 

Mr. Morsr. And we satisfied ourselves that there was American 
citizenship of United States Petroleum Carriers. 

Mr. ZELENKOo. You satisfied yourselves. 

Mr. Morse. Yes, sir. 

Mr. ZELENKO. This was on December 14, 1956. 

Mr. Morse. Yes, sir. 

Mr. ZetenKo. As a result of your satisfaction you finally entered 
into a contract, did you not, on January 28, 1957, contract MA-1439 ¢ 
Mr. Morse. We entered into a contract. I assume that is the photo- 
stat. 

The CHairman. Let me interrupt for just a moment. Every Mem- 
ber of Congress is entitled to receive the proper treatment by any 
agency of this Federal Government and particularly a member of this 
committee is entitled to a prompt reply from an agency over which this 
committee has jurisdiction. 

Mr. Morse, will you tell us why Mr. Zelenko’s letter was not properly 
answered ¢ 

Mr. Morse. I will check our mail file room to see if we can establish 
why it was not answered as Mr. Zelenko requested. 

Mr. Garmatrz. Do you mean properly answered or promptly an- 
swered ¢ 

The Cuatrman. There was a period of what length of time? 

Mr. ZeLenko. From August 15 until December 14 I received nothing 
but 1 did get an answer on January 14, 1957. 

The Coamman. I do think that any Member of Congress, particu- 
larly a member of this committee, whoever he may be, is entitled to be 
informed and be replied to after a direct request long prior to such a 
time as that. 

Mr. Mamurarp. Mr. Chairman. 

The Cuamman. Mr. Mailliard. 

Mr. Maiwurarp. If I understood the letter that Mr. Zelenko read, it 
was not a question of a letter not being answered. The last letter was 
a letter from Admiral Ford which said that when they were satisfied 
with the citizenship you would be informed. 

Mr. ZeLtenxKo. My point is that all through this proceeding I was 
putting the Maritime Administration on notice and wanted to find 
out what they had on the question of ¢ sionals and between August 
15 and January 14 I received no information from them, which 
prompted me to write again on the 14th of December because I had 
read in the newspapers that they were approving this deal although 
[ had asked them for information on it particularly on the citizenship 
point and I did not receive any response until the 14th of January. 
The chairman makes another point as to why I was not answered 
sooner. 

Mr. Matiirarb, I did not understand from the letters you read that 
an answer was really required until sometime prior to signing the 
contract. 

Mr. Zetenxko. Well, the chairman’s point was why they did not 
answer me at all. 
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Mr. Maruiarp. The last letter that you read is from Admiral Ford, 
not from you. They did answer. 

Mr. ZeLenxo. If I may continue, the chairman has asked a question. 
T have no connection with it. 

The CHarrman. Let me find out. 

Mr. Mariurarp. I want the facts. 

The Cuarrman. I will take it for granted that you asked a question 
and asked to be informed. 

Mr. Mami1arp. What did the last letter of this correspondence say 
that they would do? 

Mr. ZeteNKo. He said he would let me know as soon as they ex- 
amined. 

Mr. Marrxtarp. Would you actually read the excerpt from the 
letter. a e might as well clear this point. 

Mr. Zetenxo. I think you will find that the correspondence will 
speak for itself. 

Mr. Marurarp. The last letter, as I recall, was one from Admiral 
Ford dated the 15th of August. 

Mr. ZeLenxKo. This is what he said: 

Maritime’s approval of ail transactions— 
and so forth. 

This requirement applies therefore to the United States petroleum carriers 
and when their citizenship is established for this purpose our records concerning 
the matter will be available to you for your examination if you desire. 

That was the letter I got on August 15. 

Mr. Mamu1arp. I would say that that leaves the next move up to 
you. 

Mr. ZeteNKo. Except that as usual a member on this side of the 
<= has to read the newspapers to find out what is going on. I will 

‘ead again from my letter of December 14. 

Mr. Garmatz. Will the gentleman yield ? 

Mr. Zeienko. I said, “I have just read in the newspapers of further 
developments.” That prompted my letter. 

Mr. Marurarp. I understand that. 

Mr. ZeLenko. The answer was in the newspapers, not to me. 

Mr. Marutarp. I still believe that from a reading of Admiral 
Ford’s letter it was up to you. 

Mr. ZeLtenKo. Perhaps he did not know my address because appar- 
ently the newspapers got the information from him. I got a letter 
on January 14. 

I yield to Mr. Garmatz. 

Mr. Maruii1Arp. I believe I have the floor at the moment. 

Mr. ZeLenxKo. I am sorry. 

Mr. Marirtarp. I still think in fairness to Admiral Ford that what 
he said was that that information would be available to you if you 
desired and the next move was up to you. 

Mr. Zetenxo. Except that he said when the citizenship is estab- 
lished for this purpose our records concerning the matter will be avail- 
able to me and the newspaper article indicated that the citizenship 
was established but he did not let me know. 

The CuatrmMan. I am going to to proceed and drop the Onassis ques- 
tion for awhile and hear further from Mr. Morse. 
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Mr. Maiiuiarp. You left out the phrase “if you desire,” which I 
think leaves the next move up to you. 

Mr. ZeLeNKO. I am sorry. I indicated my desire again on the 14th 
of December. 

The CHarrmMan. I am going to proceed and drop the Onassis ques- 
tion for a while and hear further from Mr. Morse. 

Mr. GuiLL. May I say a word, please? I am not before this com- 
mittee. 

The Cuatrman. Mr. Morse is the witness. Would you care to 
address the Chair ? 

Mr. Guitt, On the matter of replying to the memorandums of 
Congress on both sides of the aisle as promptly as possible, I per- 
sonally have a little responsibility there on the Board to see that your 
letters are answered promptly and if they are not answered promptly 
L usually get on the phone and say, “We will get you that information 
as soon as we can.” 

I would like for that to show in the record because, although not 
arguing this point on Admiral Ford’s regard, I would like this com- 
mittee to know that this agency goes all out to give this Congress every 
bit of information they request regardless of which side of the aisle. 

Mr. ZeLteNKO. What is your name? 

The CuatrmMan. This is Mr. Guill, a member of the Board. 

Mr. ZeLenko. I will take that up with you later. 

The CuarkMaANn. We will proceed now, with Mr. Morse’s general 
statement. 

Mr. Morse. The next major change in the policy was on November 
9, 1955, and the details of that policy requirement are spelled out com- 
mencing at page 25. At that time we pone approve the transfer of 

> T-2 tankers against the building of a new tanker or other mer- 
chant- -type V vessel having equivalent natility value. 

The Cuarrman. The committee will be in order, please. 

Mr. Morse. There were a number of transfers effected under that 
policy. The demand for tankers began to increase. The prices in- 
creased. We concluded that we were giving too much of an wae for 
new American-flag construction by tr: insferring out 2 T-2’s, for 
the average new tanker being built about that time was in the nal 
borhood of 32,000 tons. 

We thought we were giving too much of a financial assist in per- 
mitting out the transfer of the 2 T-2’s and so in November of 1956 
we amended that transfer policy as appears on page 26 and following 
of the pamphlet to reduce the number of transfers-out against new 
construction, so that we would now approve 2 T-2’s against a building 
of a 46,000-ton tanker where previously we would approve 2 T-2’s 
against the building of a 36,000-ton tanker. The policy of November 

, 1956, is still in effect. 

Now, this policy of transferring out against new construction is the 
one in effect commencing back in 1955 during the time I have been 
Administrator. I think it is a sound policy. We have encouraged 
new tanker construction under American flag for American operation. 
We have a bigger peacetime shipbuilding program than we have ever 
had. The trade-in-and-build program just because of the economics 
of the thing developed only six tankers. That was legislation which 
was enacted in 1954, as I recall, permitting the owners of American- 
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flag vessels to trade them in to the Government at their depreciated 
book value as a credit to be applied against new construction. 

It was effective for a short-term period but then the value of vessels 
began to exceed their depreciated book value and therefore there was 
no advantage under the trade-in-and-build legislation. 

That is pretty much a very rapid rundown of what has happened 
in the trade-out policy. I have not gone into the details of the trade- 
out-and-build policy but they are spelled out pretty much in detail 
in this pamphlet. 

The CHatrman. That concludes your general statement ? 

Mr. Morse. Yes, sir. 

The Cuairman. Mr. Morse, you have not touched on a subject which 
has come before the committee and been discussed from time to time, 
the subject of recovery for American use in national defense of these 
ships under the Liberian flag and so forth and the manner in which 
you transfer them to these foreign flags. Most of them go to the 
Liberian flag; do they not? 

Mr. Morse. They go to Panamanian, Honduran, and Liberian; 
mainly between Panamanian and Liberian. 

Mr. Auten. Mr. Chairman, before Mr. Morse leaves the general 
trade-out policy, might I ask a question ¢ 

The CuHamrman. Yes. 

Mr. Auten. From what you stated, you stated at the outset—I got 
the impression that the interests of the Government would have been 
better served had we kept the tankers in particular in the laid-up fleet 
for future national defense purposes. 

First, in a preliminary way, in your opinion, would it not have been 
true that those tankers would have been a very definite asset for 
national defense purposes of considerable value had they been retained 
in the laid-up fleet ? 

Mr. Morse. There is no question about their being of considerable 
value in the laid-up fleet. Whether they would have been of greater 
material value in the laid-up fleet or under the foreign transfers with 
the conditions that we have attached is a matter of opinion. 

Mr. Atren. Pursuing that a little, it is also necessary and of great 
value, I presume, that we should have a modernized fleet in operation 
and should have the shipyards busy in construction. That is a part 
of the problem. 

Mr. Morse. Yes, sir. 

Mr. Auten. My question is this: Were you confronted with a choice 
of alternatives in a sense rather than doing all of the things that were 
best for the national defense and the interests of the country generally ? 
Did you have to consider that it was necessary to sacrifice the tankers 
which would have been an asset in order to obtain the other means 
of a new modern fleet and shipyard work ? 

Mr. Morsr. Well, obviously we had to take into consideration 
whether we could get tankers built under the trade-in-and-build legis- 
lation. We have been able to get six built under that legislation. It 
is my offhand view, and I think it is a sound view, that any time a 
tanker is 12 years or more of age we could apply the provisions of 
section 510 (d) of the 1936 act in arriving at a trade-in value so that 
it was a question that we have not had any proposals, as I recall, to 
trade in under section 510 (d) which would permit us to pay a fair 
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and reasonable price, taking into consideration the world market 
value, the book value and the scrap value. 

Mr. Auten. Before you go on, I think I can shorten the questions. 
What I am trying to get at is who is responsible for the basic condi- 
tions that dictate the policy. I think my next question would be, if 
it had been indicated to the administration that it was agreeable to 
the Congress to buy American-owned ships at the world market price, 
would you then have deemed it advisable in your opinion to both buy 
the tankers that were being traded out and arranging for construction 
of new tankers? 

Mr. Morse. Yes, sir; if we had the appropriations for that purpose, 
and getting the appropriations is no minor item in this problem. 

Mr. Aten. Is it fair to say then that the policy which you ulti- 
mately came to was the best alternative in view of the policies indi- 
cated by the Congress with regard to appropriations ¢ 

Mr. Morse. Yes, sir. 

Mr. Atiten. Thank you, Mr. Chairman. 

Mr. Morse. I might call to your attention in this regard that we 
received a letter from the Navy dated February 19, 1952, which states 
in part: 


It is the position of the Department of the Navy that the transfer of the T-2 
tankers to foreign ownership and registry is not contrary to the interests of 
the United States from the standpoint of national defense, provided equivalent 
American-flag tanker tonnage is constructed and satisfactory assurance is given 
that the T-2 tanker vessels transferred will be made available to the United 
States if and when required. 

There is another letter from the Assistant Secretary of the Navy, 
dated July 29, 1953, which says in part 

The principle of contingent transfer of American-flag shipping to foreign inter- 
ests is acceptable under existing controls. The T-2 tankers have operated 
throughout half of their expected life span and are becoming increasingly ex- 
pensive to maintain. 

The Cuatrman. Mr. Tollefson. 

Mr. Morse. Before we get to another question, we have confronting 
us today an offer of Ore Transport Co., to trade in some C-4’s that 
were converted in Japan against new construction. Their book value 
is over $3 million. Now, I have serious doubts in my own mind that 
it is advantageous to the Government to accept those vessels on a 
trade-in basis at their book value irrespective of the question of 
whether we have sufficient funds to allow that much credit. 

Mr. Auten. Would you come to the same conclusion with regard 
to a T-2 at, say, $114 million? 

Mr. Morse. It is a question of degree there. I would say “No.” I 
would say that these T-2 tankers, if we had that much money available 
for trade-ins, are not sufficiently desirable for the Government to pay 
that amount of money. 

Mr. Totierson. Just for the record, I would like to know what some 
of the factors are that you take into consideration in Congress on 
whether or not you should permit a transfer foreign. 

Mr. Morsr. These factors are identified in this pamphlet. Com- 
mencing on page 4 we consider whether the vessel sought to be trans- 
ferred is required for national defense purposes; whether the vessel 
will actually continue in operation; whether the transfer of the ves- 
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sel will in some measure make private financing more attractive than 
it now is in the shipping business; whether transfer will tend toward 
encouragement of vessel replacement; whether transfer will have an 
adverse economic effect upon the remaining American-flag vessels; 
and whether the availability of transfers will encourage more private 
investment in the shipping business. 

Mr. Totterson. When you consider the economic factor, do you 
take into consideration the loss of jobs, for instance, as one ? 

Mr. Morsz. Certainly. 

Mr. Totierson. Do you take into consideration the effect upon 
American-flag ships which might be in competition with the ship 
transferred? In other words, putting it another way, do you take into 
consideration the responsibility of overloading certain shipping lanes 
in which our ships compete ? 

Mr. Morsr. We endeavor to do so. 

Mr. To.ieFson. On the security matter, do you check beyond just a 
further request from the Defense Department as to whether or not 
they need the ship or they feel that we need the ship ? 

Mr. Morse. For national defense purposes we do not check beyond 
the Navy Department. 

Mr. Torirrson. You do not go beyond the Navy Department. 

Mr. Morse. No, sir. 

Mr. Totierson. Do you give consideration as to whether or not the 
transferred ship may be of some possible use to a possible enemy ? 

Mr. Morse. Certainly, and we endeavor to prevent that by per- 
mitting these transfers only to primarily the so-called foreign run- 
away flag countries or to countries that are members of the NATO 
group. 

Mr. TorieFson. Do you take into consideration the effect, if any, 
on our foreign policy or do you just get a statement from the State 
Department ? 

Mr. Morse. We check with the State Department as to the desirabil- 
ity or undesirability from their point of view before we effect a trans- 
fer. 

Mr. Totzrrson. In other words, you would not transfer a ship for- 
eign if you felt that the transfer might run contrary to our general 
national foreign policy ? 

Mr. Morse. I would say that that isa fair statement ; yes, sir. 

Mr. Tortrrson. Now then, you are interested in the shipbuilding 
program as you have indicated ‘and one of the reasons for the transfers 
foreign has been that it has given rise to new ship construction in your 
shipyards. 

Mr. Morse. That is correct. 

Mr. Totierson. I have one other question. 

Mr. Morse. And the aggregateemployment. Shipbuilding employ- 
ment is just as important to us as seafaring employment. I have no 
feelings for or against seafaring or for or against shipyard employ- 
ment, but for national defense purposes the shipy: ard employment is 
equally important to us. We can tell the committee and we have the 
information which we will supply to you, showing that the aggregate 
employment, shipyard and seafaring, on this transfer-out program is 
in excess of what there would have been if we had refused to go through 
with these transfers. 
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Mr. Touterson. I think it goes without saying that all of us are 
interested in the shipyard as well as the seafaring employment. I 
think that has been evident in the hearings we have had over the past 
years. I just want this for the record. Do the transfers foreign have 
any effect upon labor standards in our own country in the seafaring 
industry ¢ 

Do you give it any thought at all ? 

Mr. Morse. I am not sure I understand what you are driving at. 

Mr. TotLerson. These matters which I am disc ussing with you are 
in a previous hearing. I would like to get them into our record on 
these hearings also. Do you give any thought to the effect that for- 
eign transfers would have on American safety or labor standards ? 

Mr. Morsg. I think it improves our American standards because the 
new ships are better ships for safety, efficiency, and in every respect. 

Mr. To.tterson. Do you take that into consideration as a factor at 
all? Do you give it any thought particularly ? 

Mr. Morse. I had not given it serious thought because I knew they 
were better ships. We do not plan for new construction ships unless 
they are more efficient and provide better accommodations for the 
crews than the old ships. 

Mr. Macponatp. Will you yield for a question ? 

Mr. Totterson. Yes. 

Mr. Macponaup. Has your administration given any thought to 
the situation in the Middle East in relation to building new tankers? 

Mr. Morse. We have given a lot of consideration to it. 

Mr. Macponatp. Has your consideration resulted in any effects? 
Ilave you pushed up the tanker program as a result of your consid- 
eration ¢ 

Mr. Morse. Well, I do not think that we were the cause which re- 
sulted in the effect of more construction. I think the economic condi- 
tions of the world resulting from the Suez situation has resulted in a 
substantial tanker construction all over the world which is evidenced 
here in the United States by the American yards particularly on the 
east coast being pretty well filled up with new t: chee orders. 

Mr. Macponatp. I see. 

Mr. Miuuer. I am very happy that the gentleman specified that on 
the Atlantic coast we are filled up with these tankers. 

Mr. Totterson. Mr. Chairman, that is all I have. 

Mr. Morse. There are some, Mr. Miller, on the Pacific coast, thanks 
to us. I will not accept a great big rose, but we have had a few on 
the Pacific coast. 

Mr. Miuier. I appreciate your efforts. 

The Cuarrman. The counsel would like to ask a question. 

Mr. Drewry. Mr. Morse, going back to the citizenship question—at 
the present time and since 1950, your transfer transactions have been 
in accordance with section 37 of the 1916 act which provides for times 
of war and national emergency. 

Mr. Morse. That is correct. 

Mr. Drewry. Do you apply the same or different standards when 
a section 9 situation prevails as against a mi jor situs ation ? 

Mr. Morse. We have not had that problem since 1950 but, if we 
were not in a national emergency at the existing time and section 9 
alone applied, if a vessel was not required for national defense reasons 
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I see no reason why the shipowner should not be permitted to transfer 
his vessel freely just like the owner of any other property. 

Mr. Drewry. Section 9 was in operation sometime between the war 
and 1950, was it not ? 

Mr. Morse. Yes. 

Mr. Drewry. There were some transfers at that time. That is em- 
braced in your booklet here as to the policy in effect at that time. 

Mr. Morse. There were some transfers but apparently during that 
period it was on an individual ship basis without any established 
policy. 

Mr. Drewry. There was no established criterion of any kind? 

Mr. Morse. There was none that I have been able to find. 

Mr. Drewry. In regard to determining citizenship, just to take a 
hypothetical case, if the transferee were 51 percent controlled by 
United States citizens and you had affidavits to that effect, do you 
know who the other 49 percent are? Do you inquire into that ? 

Mr. Morse. Ordinarily we did not because in the recommendations 
which come to me the entire stock ownership of the foreign company 
is identified. 

Mr. ZeLENKO. May I interrupt on that point? 

Mr. Drewry. Yes, sir. 

Mr. ZeLeNKO. May I read you a letter which you just wrote me in 
answer to what you just said. I inquired, Mr. Morse, on March 22, 
just on this same point. I had asked about the Sociedad Ariona, which 
apparently has a 25 percent interest in the Onassis deal which we are 
not going into now. This is your policy, particularly pertinent to 
counsel’s question. I received this letter yesterday : 

With regard to your inquiry with regard to the Sociedad Industrial Maritime 
Financiera Ariona, Panama, S8. A., the Maritime Administration does not ordi- 
narily obtain a complete background report of the financial, economic, and per- 
sonnel status of the ownership of a minority or 25 percent interest in the United 
States corporation. The Maritime Administration is only concerned with the 
establishment of the ownership of the controlling interest in a United States 
corporation as required by section 2 of the Shipping Act of 1916, as amended. 

I think that covers answers to the counsel’s questions on what the 
policy is to the effect that you people ordinarily do not look into 
the background of a minority interest. This was signed by you yes- 
terday. 

Mr. Morse. That is correct. 

Mr. ZeELENKO. I just wanted to interrupt to help the witness. 

Mr. Morse. That was a Panamanian company. We do not look to 
see who the shareholders are in the Panamanian company. 

Mr. ZeLenko. You said we do not look into the ownership of any 
minority interest. All are concerned with is the majority. 

Mr. Morsr. I repeat that the recommendations that come to me ordi- 
narily identify the names of all of the shareholders in the foreign 
company. 

Mr. ZELENKO. I do not want to pursue it at this time. We will go 
into the Sociedad Ariona in the future. I bring it up because counsel 
asked whether you look into the minority. 

Mr. Morse. We are perfectly willing to give a complete rundown 
on the Onassis or any other case. We have nothing to cover up in 
Maritime. 

Mr. ZeLeNKO. I never used the words “cover up.” 
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Mr. Morsr. I used it. 

The Cuarrman. Let the counsel complete his questions. 

Mr. Dinegeti. Mr. Chairman. 

The CHarrMan. Let the counsel get the answer that he asked for 
and then he will recognize you. 

Mr. Drewry. I want tocarry it a little further, Mr. Morse. Ina case 
of a transferee 51 percent American citizen controlled, would you pay 
any attention to the way the stockholders were lined up? Suppose 
there were 65 American stockholders averaging 51 percent and 1 or 2 
foreign stockholders coming to 49 percent ? 

Mr. Morse. No, sir. 

Mr. Drewry. What would happen if such a situation existed and 
one of the 60-some American citizen stockholders were to transfer his 
shares of stock without telling you so that it was enough to throw the 
control over to aliens? What do you do then ? 

Mr. Morse. As soon as we find it we would declare a default under 
the contract and forfeit the vessel if it came into an American port and 
pursue such legal remedies as we have under the contract. 

Mr. Drewry. It seems to me that there is a distinction and in a case 
of the Standard Oil Co. or Cities Service or one of the major oil com- 
panies which is widely and publicly held that is an entirely different 
type of problem than where you have some smaller outfit. Yet you 
treat them just the same. 

Mr. Morse. We have no reason to assume that any American is 
going to violate his contractual obligations or the statutes. 

Mr. Drewry. Is the company in default or the individual stock- 
holder ¢ 

Mr. Morse. The company is and the principal American stockhold- 
ers also individually sign these contracts. 

Mr. Drewry. The individual stockholders ? 

Mr. Morse. The principal American shareholders. 

Mr. Drewry. That makes up the controlling interest. 

Mr. Morse. Yes, sir. 

Mr. Drewry. They make up the control all the way to the 51 per- 
cent ¢ 

Mr. Morse. Yes, sir. 

Mr. Drewry. Would that be true of Cities Service / 

Mr. Morse. Well, Cities Service would be a corporation and it would 
sign as a corporation. 

Mr. Drewry. As far as a stock transaction there, you do not try 
to chase them ¢ 

Mr. Morse. What I am trying to say is that if Cities Service trans- 
ferred, Cities Service itself would be the owner of the stock in the for- 
eign corporation so that Cities Service itself would be obligated under 
the contract. 

Mr. Drewry. It is just a question of how much control that degree 
of citizenship provides and as a practical matter what we are in- 
terested in is the United States control. 

Mr. Morse. The fundamental interest that I am sure you have and 
that. we have is that we do have effective United States control. We 
think we do have. 

Mr. Drneeti. Mr. Counsel, would you yield to me at this point ? 

Mr. Drewry. Yes. 
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Mr. Drnererx. Mr. Secretary, I am concerned. You say that you 
just look to see who has 50-percent control of the shares of the cor- 
poration, is that right? 

Mr. Morse. Fifty-one percent. Fundamentally we know who the 
other shareholders are. If it is a Panamanian corporation we do not 
look to see who the shareholders are of the Panamanian corporation 
that owns some of the other stock. 

Mr. Dineexy. That is actually a very unrealistic way to do business 
when you are looking to see who controls a corporation: is it not, sir? 

Mr. Morse. In my opinion, no. 

Mr. Dincet,. For example, effective control of corporations is ob 
tained by people who hold as little as 3 percent or even 1 percent of 
the outstanding shares of the corporation, is that not a fact? 

Mr. Morse. I suppose that could be possible in big corporations. 

Mr. Drncevi. So that for all intents and purposes actually your 
criteria do not show you who controls the corporation at all, do they ? 

Mr. Morse. We are permitted to make reasonable rules and regula- 
tions under section 41 of the 1916 act. 

Mr. Dincetx. I want to make it clear that I am not quarreling with 
the fact that you have this authority. 

Mr. Morse. The statute does not require 51 percent or any percent. 

Mr. Dincety. I am aware of that. The Congress delegated you the 
responsibility to go into this and under the basic acts to promulgate 
regulations which would protect and safeguard the interests of the 
people of this country. 

Mr. Morse. That is right. 

Mr. Drncetx. The point I make is that when you say that 51 per- 
cent shall be American-held, that does not really guarantee that these 
corporations are going to be American- -controlied at all, does it? 

Mr. Morse. No; and under your suggestion, if it were not 97 per- 
cent it would not guarantee it, either. 

Mr. Dinceixt. No; but it would come more close to guaranteeing it 
than with the regulations which you have been putting out. 

Mr. Morse. I agree. 

Mr. Drxcetx. The point that I am making is that the regulations 
which you have been putting out have really not been realistic in 
guaranteeing the interests of the American people and Government, 
have they ¢ 

Mr. Morse. We think they are, particularly because we now insist 
that the directors also be a majority American. 

Mr. Dinceiyi. That changes it some. 

Mr. Morse. Substantially. 

Mr. Dincetzt. Of course, directors can be very easily changed in a 
corporation. 

Mr. Morse. Provided the successors are also Americans. 

Mr. Dincett. Do you watch that? Do you have any watchdog 
program to keep an eye on this situation ¢ 

Mr. Morse. We do not have a big enough police force down there 
to watch all this. 

Mr. Dinceti. Do you require reports to be made when these stock- 
holders and directors change ? 


Mr. Morse. Yes, sir. 
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Mr. Dineen. Thank you, Mr. Chairman. 

The CuatmrMan. Mr. Morse, can you return tomorrow ? 

Mr. Morse. Surely. 

The CHarrmMan. The committee will stand adjourned until tomor- 
row morning at 10 o’clock. 

(Whereupon, at 12 noon, the committee recessed to reconvene at 10 
a. m., Thursday, March 28, 1957.) 





STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


THURSDAY, MARCH 28, 1957 


Hovuss or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to call, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The CHAIRMAN. The committee will come to order. 

To have continuity of questions and answers from the Maritime, I 
have requested the staff to prepare a series of questions to address to 
Mr. Morse this morning. 

I would appreciate it if the committee membership would bear with 
us unless there is some important question which ther would like to 
ask at the time about the particular question that is asked by the staff 
or the reply of Mr. Morse. 

Mr. Morse, are you prepared to continue ? 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR AND CHAIRMAN, FEDERAL MARITIME BOARD; BEN H. 
GUILL, MEMBER, FEDERAL MARITIME BOARD; WALTER C. FORD, 
DEPUTY MARITIME ADMINISTRATOR; AND ELMER E. METZ, 
DEPUTY GENERAL COUNSEL, FEDERAL MARITIME BOARD AND 
MARITIME ADMINISTRATION—Resumed 


The CuarrMAn. Unless there is some objection from the committee 
I will ask that this entire statement from the Maritime Commission 
which was presented to the committee yesterday be presented in the 
forepart of the hearing. 

(The statement is as follows :) 

UNITED STATES DEPARTMENT OF COMMERCE 
MARITIME ADMINISTRATION 

REVIEW OF VESSEL TRANSFER ACTIVITIES—HISTORY AND POLICIES 

RELATING TO TRANSFER OF UNITED STATES MERCHANT SHIPS TO 

FOREIGN OWNERSHIP AND/OR REGISTRY 

I. INTRODUCTION 
Since enactment of the first comprehensive Shipping Act in 1916, control has 


been exercised by the United States over the sale and transfer of American-flag 
ships to foreign ownership or documentation. 
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A. STATUTES INVOLVED 


Sections 9, 37, and 41 of the Shipping Act of 1916, as amended (46 U. 8S. C., 
secs. 808, 835, and 839), are the statutory provisions most directly involved in 
transfers or sales foreign of American-flag vessels. The most pertinent portions 
of these provisions are as follows: 

Section 9 of the Shipping Act of 1916, as amended (46 U.S. C. 808) : 

“Except as provided in section 1181 of this title (46), it shall be unlawful, with- 
out the approval of United States Maritime Commission (Administration), to 
sell, mortgage, lease, charter, deliver, or in any manner transfer, to any person 
not a citizen of the United States, or transfer or place under foreign registry or 
flag, any vessel or any interest therein owned in whole or in part by a citizen of 
the United States, and documented under the laws of the United States, or the 
last documentation of which was under the laws of the United States.” 

Section 37 of the Shipping Act of 1916, as amended (46 U. 8S. C. 835) : 

“When the United States is at war or during any national emergency, the exist- 
ence of which is declared by proclamation of the President, it shall be unlawful, 
without first obtaining the approval of the Commission (Administration )— 

“(a) To transfer to or place under any foreign registry or flag any vessel owned 
in whole or in part by any person a citizen of the United States or by a corpora- 
tion organized under the laws of the United States, or of any State, Territory, 
District, or possession thereof ; or 

“(b) To sell, mortgage, lease, charter, deliver or in any manner transfer, or 
agree to sell, mortgage, lease, charter, deliver or in any manner transfer to any 
person not a citizen of the United States, (1) any such vessel or any interest 
therein, or (2) any vessel documented under the laws of the United States, or any 
interest therein, or (8) any shipyard, drydock, shipbuilding or ship-repairing plant 
or facilities, or any interest therein * * *.” 

Section 41 of the Shipping Act of 1916, as amended (46 U. S. C. 839) : 

“Whenever by section 808 or 885 of this title (46) the approval of the Commis- 
sion (Administration) is required to render any act or transaction lawful, such 
approval may be accorded either absolutely or upon such conditions as the Com- 
mission (Administration) prescribes * * *.” 


B. LEGISLATIVE HISTORY 


As originally enacted, section 9 of the Shipping Act, 1916, as amended, applied 
only to vessels purchased, chartered, or leased from the United States Shipping 
Board and prohibited, without approval of the Board, the sale or transfer of 
any such vessels to a foreign registry or flag, and, except under regulations pre- 
scribed by the Board, the charter or lease of such vessels. This section also pro- 
vided that when the United States is at war or during any national emergency, 
no vessels registered or enrolled and licensed under the laws of the United States 
should, without the approval of the Board, be sold, leased or chartered to any 
person not a citizen of the United States, or transferred to a foreign registry or 
flag. It further provided that no vessel registered or enrolled and licensed under 
United States laws, or owned by any citizen, should be sold to any noncitizen 
or transferred to foreign registry or flag unless the vessel was offered first to the 
Board at a fair price. 

This authority was mainly a war power, conferred upon the Board in order to 
create a centralized control of tonnage acquired in time of war or national emer- 
gency. Its purpose was understandable inasmuch as there was no American 
merchant marine at that time worthy of the name. Furthermore, a large part 
of the world had been at war for several years, and there was an unprecedented 
demand for ships by all nations. 

Section 9 was first amended in 1918 by deleting the provisions applicable in 
time of war or national emergency and including them in a new section, now sec- 
tion 37. This new section added additional vessels to its coverage and also placed 
similar restrictions upon the transfer and use of shipbuilding facilities. It did 
not, however, provide for an absolute prohibition against transfers foreign and 
only imposed restrictions to be applied to such transfer in time of war or national 
emergency. 

It also added the provision now found in section 41 which vested in the admin- 
istrative agency discretion to impose such other conditions as the Board might 
prescribe for foreign transfer. Since 1918, section 37 has never been amended. 

Section 9 was again amended in 1920 by eliminating the provision requiring that 
a vessel sought to be transferred foreign should be first offered to the Shipping 





STUDY OF VESSEL TRANSFERS 55 


Board at its fair value. The congressional debate indicates that by 1920 this 
requirement had become meaningless because the Shipping Board did not have 
the means with which to purchase ships and the United States had, as a result 
of the large number of ships constructed for World War I, many more than it 
could hope to utilize in commercial activities under the American flag. 

The 1920 act also established the power of the Board to approve foreignettans- 
fers of ships acquired other than from the Board as well as of ships obtained 
from the Board. 

Finally, in 19388, section 9 was further amended to include a type of vessel which 
was not previously covered ; that is, vessels, the last documentation of which was 
under the laws of the United States. 

The foregoing amendments only modified and in certain instances merely added 
or eliminated completely various conditions or restrictions applicable to foreign 
transfer. They did not constitute an absolute prohibition against transfer 
foreign, even in time of war or national emergency, but left an area of udministra- 
tive discretion to Maritime. 


C, PURPOSE OF LEGISLATION 


The Shipping Act, 1916, and related merchant marine laws make evident that 
the provisions of sections 9 and 37 constitute part of a coordinated plan for 
the development of an American merchant marine in the interest of the national 
defense and economy. 

Their basic purpose is to restrict sales to aliens of vessels. required fer the 
transportation of cargo in the domestic or foreign commerce of the United States 
and for its national defense. 

The most recent expression of this congressional policy can be found in section 
2 of the Merchant Ship Sales Act of 1946, which reads: 

“Sec. 2 (a). It is necessary for the national security and development and 
maintenance of the domestic and the export and import foreign commerce of the 
United States that the United States have an efficient and adequate American- 
owned merchant marine (1) sufficient to carry its domestic waterborne com- 
merce and to provide shipping service on all routes essential for maintaining the 
flow of such domestic and foreign waterborne commerce at all times; (2) capable 
of serving as a naval and military auxiliary in time of war or national emergency ; 
(3) owned and operated under the United States flag by citizens of the United 
States; (4) composed of the best-equipped, safest, and most suitable types of 
vessels, constructed in the United States and manned with a trained and efficient 
citizen personnel; and (5) supplemented by efficient American-owned facilities for 
shipbuilding and ship repair, marine insurance, and other auxiliary. services. 

“(b) It is hereby declared to be the policy of this act to foster the development 
and encourage the maintenance of such a merchant marine.” 

However, it is clear that the provisions of sections 9 and 37 were not intended 
to authorize the administering agency to exercise an absolute power over foreign 
transfers; rather, they contemplate in appropriate cases the necessity to impose 
some restriction upon the transfer of vessels which, but for factors peculiar to 
their special utility in the national economy and defense, would be freely sold 
or transferred like any other private property. 

The legislative history of these sections and their several amendments confirms 
their basic purpose as merely limitations upon property rights and not as a grant 
of absolute authority to an administrative agency. As a matter of fact, Congress 
on at least two separate occasions has refused to convert the discretionary au- 
thority to impose conditions upon transfer into an outright embargo against it. 

H. R. 3075, for example, introduced in 1940, and H. R. 3241, introduced in 1949, 
designed to prohibit absolutely any transfers foreign, failed to receive approval 
from Congress. To the contrary, section 6 of the 1920 act relating to the authority 
to sell vessels after World War I as well as section 6 of the 1946 Ship Sales Act 
covering sales of war-built vessels after World War II expressly authorized the 
sale of vessels owned by the Government to noncitizens. 

While in 1948 Congress terminated the authority of the Maritime Commission 
to sell war-built vessels to aliens, Congress did not prohibit sales by the Maritime 
Commission of other than war-built vessels or of privately owned American-flag 
vessels to aliens. 

When factors other than section 9 considerations were deemed to be controlling 
because of special circumstances, the Congress has given weight to such circum- 
stances by placing express limitations on the usual discretionary power of the 
Maritime Administration. For example, with respect to vessels built under 
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the construction-differential subsidy provisions of title V of the Merchant Murine 
Act of 1936, section 503 specifically requires that such vessels must remain docu- 
mented under the laws of the United States for at least 20 years after completion. 

Section 12 of the Merchant Marine Act, 1920, and section 202 of the Merchant 
Marine Act, 1928, also contain provisions specifically requiring vessels remodeled, 
improved, or reconditioned pursuant thereto, to remain documented under the 
laws of the United States for a period of not less than 5 years from the date 
of the completion of the installation. 

A subsidized operator may transfer a vessel foreign under section 611 of the 
Merchant Marine Act of 1936, as amended, only where the United States defaults 
upon the subsidy contract or cancels it without just cause. Section 9 by an ap- 
propriate amendment expressly excepted the provisions of section 611. 


D. GENERAL POLICY CONSIDERATIONS 


In considering applications for approval of foreign transfers, the Maritime Ad- 
ministrator regularly consults with the Department of Defense on matters relat- 
ing to national defense and with the Department of State on matters of foreign 
policy, and proceeds in all instances to weigh with caution the advantages against 
the disadvantages of each application for transfer foreign. 

In such areas as foreign commerce, defense and economic aid, and international 
relations, reasonable discretion and latitude in the agency responsible for the 
administration of the statutory function and flexibility of approach toward each 
problem as presented are essential prerequisites. 

Dach case must be made to depend upon its particular facts and decided in 
light of factors which are customarily considered in these high-policy areas. 
Anything short of such an approach would be tantamount to an exercise of arbi 
trary authority which Congress has never intended in these situations and which 
would be contrary to our established principles of private property and constitu- 
tional safeguards against unlawful invasion of private rights in connection 
therewith. 

The policy considerations which more directly bear upon the Maritime Admin- 
istration’s determination of each case concern : 


1. Whether the vessel sought to be transferred is required in aid of national 
defense 

If a particular vessel is of such importance to our military requirements that 
it might serve as a defense auxiliary in time of emergency and the Navy so ad 
vises, no transfer would be allowed. However, there may be instances where 
transfer to friendly nations for the purpose of strengthening their defenses 
against attack by an aggressor nation might under current world conditions be 
of direct aid to our defense requirements. 


2. Whether the vessel will actually continue in operation 

An owner of a vessel cannot be compelled to continue in the shipping business 
and would not be inclined to do so, particularly when cargo is in short supply and 
trades are overtonnaged. If he operates at a loss, he may prefer to lay the vessel 
up or even scrap it, and salvage whatever may be available. In short, if transfer 
under such circumstances should be refused, there is no assurance that the vesse! 
will continue in operation. 


3. Whether transfer of the vessel will in some measure make private financing 
more attractive than it now is in the shipping business 


Prohibition against foreign transfer in a sense imposes a form of paramount 
right or cloud upon title and with financial circles often sensitive to private 
financing of shipping, a rigid embargo against transfer foreign would further 
dissuade the financial interests. 

4. Whether transfer will tend toward encouragment of vessel replacement 

Foreign sales thus far have yielded prices for vessels substantially above 
prices available upon sale for American-flag operation, and this inducement is 
more likely to bring about the construction of new vessels in American ship- 
yards despite higher costs. On the other hand, refusal to transfer may persuade 
owners to take advantage of the lower cost of construction in foreign shipyards. 
5. Whether transfer will have an adverse economic effect upon remaining Ameri 

can-flag vessels 

To the extent that the remaining American-flag vessels are protected in the 
domestic trades or are guaranteed export cargo by statute, their operations 





] 


STUDY OF VESSEL TRANSFERS 57 


may benefit as a result of a transfer. On the other hand, refusal to transfer 
may tend to increase the amount of surplus tonnage and thereby further depress 
the American market conditions for merchant shipping. 

With these policy considerations in mind the Maritime Administration gives 
consideration to the following specific factors in each case for the purpose of 
determining whether to approve or disapprove a particular application for 
transfer foreign : 

(a) With respect to the vessel—its age, condition, size, type, and other facilities 
adapted for the trade which it serves. 

(b) With respect to maintenance of an adequate American merchant marine— 
the trade which the vessel now serves and hereafter will serve—whether the 
vessel is now or hereafter will be needed to provide adequate service in such 
trade, whether domestic or foreign; and whether its removal from such trade 
will improve economic conditions and encourage construction, ownership, and 
operation of an American merchant marine. 

(c) With respect to national defense—whether the ship is needed to meet 
present or future military requirements; if so needed, whether the vessel should 
be maintained in a lay-up or operating condition in order to serve best our 
national defense requirements. 

Availability of the vessel in time of war is, of course, a primary and essential 
consideration. 

Consideration is also afforded to the impact of transfers foreign upon American 
owners and also the employees of American-flag vessels. Financial hardship 
and a showing that continued operation would eventually result in bankruptcy 
and liquidation of the operator, carrying with it unemployment of vessel per- 
sonnel, are immediate business considerations which are weighed against the 
broader policy aspects of the problem. A vessel in lay-up or sold for scrap pro- 
vides no employment opportunities for seagoing personnel. These and perhaps 
additional factors come into play. 

In the final analysis, however, permission to transfer foreign must depend 
upon its overall effect upon our country’s fundamental policy to maintain a 
privately owned and operated American merchant marine sufficient to meet the 
requirements of our domestic and foreign commerce and national defense. 


II. LEGISLATION AUTHORIZING SALES OF SHIPS TO NONCITIZENS 


A. MERCHANT SHIP SALES ACT OF 1946, AS AMENDED 


In 1946, as a part of our policy to aid in the postwar economic world recon- 
struction program, the United States Government enacted the Merchant Ship 
Sales Act authorizing the sale of surplus Government-owned war-built ships to 
United States citizens and, with certain limitations, to foreign nationals. Al- 
though this legislation did not amend sections 9 and 37 of the Shipping Act of 
1916, the policy of Congress and the executive department toward sales and 
transfers foreign was Well illustrated in the lengthy consideration of this legisla- 
tion by the congressional committees, beginning early in 1944. 

During the debates, it was foreseen that the sales of American-built ships 
would build up serious competition and potential loss of jobs and cargoes to 
the American merchant marine. Included in the debate were several proposals 
to restrict to United States documentation all ships purchased under this act. 
However, none of these proposals was adopted. 

It was recognized that to take advantage of the war losses of other countries 
and of the wartime increase in our own merchant fleet to establish ourselves in a 
dominant shipping position would be contrary to the basic policy of the United 
States of promoting sound international economic relations and an increasing 
flow of commerce. The legislation was viewed by most interested groups as 
a minimum that this country could contribute to the depleted economies of our 
Allies, and as a step which would best serve the long-range national interests 
of the United States. 

The law made sales of ships to noncitizens subject to specific conditions, ex- 
ceptions and limitations designed to protect the American operators and the na- 
tional security Because of their peculiar design and special demand for do- 
mestic use, passenger-type vessels and Liberty-type colliers could not be sold 
foreign. The law provided that the Secretary of the Navy should be consulted 
as to whether or not it was necessary to the defense of the United States to 
retain the particular ship, and it was required to determine that the ship was 
not necessary to the promotion and maintenance of the American merchant 
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marine. The price of the ship was not to be less than the statutory sales price. 
Moreover, no ship was to be sold to persons not citizens of the United States 
upon terms and conditions more favorable than those at which such ship was 
offered to a citizen of the United States. 

Under the provisions of the Merchant Ship Sales Act of 1946, a total of 1,956 
ships were sold—848 to citizens of the United States and 1,113 to noncitizens, 
mostly European. 

Table 1 shows, for domestic and foreign sales separately, the gross and net 
Sales prices of ships sold under the 1946 act, the amount of allowances, principal 
and interest collected, and mortgages outstanding, cumulative to December 31, 
1956. 

Following the passage of this act there was an increase in the number of 
foreign transfers. The reasons for this were manifold. Many such transfers 
were approved because United States owners purchased replacement vessels un- 
der ffre act and their old vessels were sold as being surplus to their require- 
ments. Furthermore, it seemed inconsistent for the Maritime Commission to sell 
its own vessels to alien buyers under authority of the 1946 act and deny a 
United States owner the same right. This latter condition, however, ceased to 
exist after March 1, 1948, when Congress withdrew authority for further sales 
to aliens under this act (Public Law 423, 80th Cong.). 


B. PUBLIC LAW 496, 83D CONGRESS 


By Public Law 496, 88d Congress, the Secretary of Commerce was authorized, 
prior to July 15, 1956, to transfer to the Government of Brazil or its citizens 
title to not more than 12 C1-MAV-1 type ships. Among the conditions precedent 
to such sales, the law required that it be determined : 

(1) After consultation with the Secretary of State, that the sale of such ships 
to Brazil would contribute to the economic development of Brazil, and such 
sales would serve the interest of the foreign policy of the United States; 

(2) After consultation with the Secretary of Defense, that the sale of such 
vessels would not adversely affect the defense of the United States; and 

(3) After investigation, that there was no privately owned Cl-MAYV-~1 type ves- 
sels offered and available for sale by American citizens, at prices equal to or less 
than, and upon credit terms similar to, those provided for below. 

The law stipulated that the vessels were to be sold at prices determined under 
section 3 of the Merchant Ship Sales Act of 1946, as amended, “as is, where is.”’ 
Also, every transfer under the authority of this act, including transfers under the 
authority of section 9 or section 37 of the Shipping Act, 1916, was made subject 
to an agreement by the Government of Brazil that the vessels, whether or not 
under mortgage to the United States, would not engage in international trade 
or in other than the coastwise trade of Brazil. 

Under this law, 12 C1-—MAY-1 type ships were sold to the Government of 
Brazil at a total sales price of $8,326,344. 


Cc. PUBLIC LAW 665, 83D CONGRESS 


Section 132 (b) of the Mutual Security Act of 1954 (Public Law 665, 88d Cong.) 
authorized the President, prior to August 26, 1956, to transfer to the Republic of 
Korea, by sale or charter and on such terms and conditions as he may specify, not 
more than 8 C1-MAV-1 vessels. 

The law provided that such transfers were to be made at prices determined 
under section 3 of the Merchant Ship Sales Act of 1946, as amended, and that the 
vessels were to be placed in class in accordance with the minimum requirements 
of the American Bureau of Shipping. The law provided further that if it was 
determined by the President that there were privately owned C1-MAV-—1 vessels 
offered and available for sale by American citizens at prices equal to or less 
than those prescribed by the law, such vessels were to be acquired by the Goy 
ernment for the purpose of this section. 

Pursuant to the above provisions, 6 Government-owned and 2 privately owned 
C1—-MAV-1 type ships were sold to the Republic of Korea, at a total sales price 
of $5,532,038 


D. PUBLIC LAW 114, 84TIT CONGRESS 


Public Law 114, 84th Congress, authorized the Secretary of Commerce to sel! 
five Government-owned C1—MAV-1 type ships, specifically named therein, to citi 
zens of the Republic of the Philippines, with first preference to be given to those 
applicants who were charterers of such vessels at the time of application. This 
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law required applications to be filed prior to June 30, 1956, and provided that 
the ships were to be operated only in the interisland commerce of the Philippines. 

These 5 ships were sold to citizens of the Philippines, in accordance with the 
provisions of the law, at a total sales price of $3,042,920.86. 


III. ADMINISTRATION OF SECTIONS 9, 37 AND 41—Po.icies ApopTEeD Prior TO 1955 


A. IMMEDIATE POSTWAR PERIOD 


During the postwar period and until 1950, there was no public statement of 
the policy followed by the then Maritime Commission with respect to the approval 
of foreign transfers under sections 9, 37, and 41 of the 1916 act. Analysis of the 
transfers approved in this period indicates that each case was considered on its 
individual merits and that in most cases no specific conditions were imposed. 
However, in some cases the approval of the transfer was made subject to one or 
more conditions, such as: specific trading restrictions ; no change in-ownership or 
registry without prior approval of the Maritime Administration; availability of 
the ships to the United States if required; approval given in exchange for the 
construction and/or documentation under United States laws of a new tanker of 
comparable size; and replacement vessels to be purchased from Maritime Com- 
mission. 

Bb. JULY 14, 1950—FIRST STATEMENT OF POLICY 


On July 14, 1950, shortly after the Maritime Commission was abolished and 
the Maritime Administration was established as a successor agency under the 
Department of Commerce, the Secretary of Commerce made public the text of a 
letter to the Acting Administrator of the Maritime Administration in which was 
set forth the policy of the Department of Commerce toward the sale and transfer 
to foreign registry of privately owned American vessels. This was the first pub- 
lic statement of policy with respect to the approval of foreign transfers. 

This letter stated, in part: 

“It is my understanding that this requirenient must be applied in light of the 
general direction of Congress that it should be the policy of the United States to 
develop and maintain an adequate and well-balanced merchant marine as set 
forth in the Merchant Marine Act of 1936. To this end the following policy shall 
govern the administration of section 9 of the Shipping Act of 1916. 

“(1) With respect to vessels less than 17 years of age, or of a special type, 
and over 1,000 gross tons, approvals of transfer shall be granted only after 
determination that such transfer will not affect adversely the best interests of 
the United States merchant marine and is not against the interest of the United 
States from the point of view of national defense and foreign policy. In gen- 
eral, applications for the transfer of ships in this category would be granted 
only in exceptional cases. Two considerations should be given special attention 
in determining exceptions: first, whether a vessel proposed for transfer would 
be replaced by a vessel under the American flag of a type, size, and speed more 
desirable for the purposes of the American merchant marine or the national 
defense ; and, second, whether the foreign policy of the United States would be 
served thereby. In certain cases restrictions against use of such vessels in 
competition with the established trade of the United States merchant marine 
may be imposed after consultation with the Department of State and other ap- 
propriate agencies. 

“(2) Proposed transfers of vessels over 17 years of age, more than 1,000 
tons gross weight, and not of a special type may be granted if it is determined 
that the vessel is not needed for retention in the merchant marine for national 
defense purposes or to meet the requirements of the merchant marine for the 
domestic and foreign trade; that the vessel is not being transferred to owner- 
ship or registration of a kind and nationality which would be in contravention 
to the foreign policy of the United States; and that adequate proof has been 
presented that the use of such vessel under foreign ownership and registry will 
not be substantially competitive with established United States-flag services. 

“(3) The transfer of vessels of 1,000 gross tons and under may be approved 
in general where it is found that the vessel is not of a special type nedeed for 
retention in the American merchant marine, and where the foreign policy of 
the United States will not appear to be substantially impaired thereby. 

“This policy should be applied immediately so that prompt consideration can 
be given to all applications for transfer. It should be made public so that any- 
one interested in proposed transfer will know the basis for the Department’s 
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consideration of these applications. If, after a period of trial of the applica- 
tion of this policy, it is your judgment that the policy should be in any way re- 
considered or amended, please advise me promptly. 

“In determining this policy I have undertaken to give careful consideration 
to the views which have been expressed to me and to the Congress by manage- 
ment and labor in the shipping and shipbuilding industries. I feel that these 
interests and any others affected by the policy should be assured that their 
views on the policy or its application will be welcome and will be given the 
most serious consideration.” 


C. DECEMBER 16, 1950—-SECTION 37 BECOMES OPERATIVE 


The President’s proclamation of a national emergency on December 16, 1950, 
brought into operation among others the statutory provisions set forth in section 
37 of the Shipping Act, 1916, as amended, prohibiting the sale, mortgage, lease, 
charter or in any manner the transfer of any American-owned vessel, or interest 
therein, any shipyard, drydock, ship repair, or shipbuilding plant or facilities, or 
interest therein, to foreign ownership, without prior approval of the Maritime 
Administration. 

Section 37 is still operative. 


D. JULY 5, 1952——MODIFICATION OF POLICY 


On July 11, 1952, the Maritime Administrator made public the policy adopted 
July 5, 1952, under which privately owned ships of 1,000 gross tons and over would 
be considered for transfer to foreign ownership and/or registry during the period 
of national emergency declared by the President December 16, 1950, in accordance 
with sections 9 and 37 of the Shipping Act of 1916, as amended. 

The terms of the policy were as follows: 

(1) Transfer of American-flag ships to foreign ownership and/or registry, or 
the transfer of ownership and/or registry of any ship owned by a citizen of the 
United States or corporation organized under the laws of the United States or of 
any State, Territory, district, or possession thereof, shall not be granted where 
there is a finding by the Administrator that the ship is needed for national defense 
purposes. 

(2) In evaluating the necessity of a particular ship for national defense pur- 
poses, the Administrator will obtain the views of the Secretary of the Navy. 

(3) If there is a finding by the Administrator that a particular ship is not 
needed for national defense purposes, consideration must be given to the need 
of the ship to meet the requirements of the foreign and domestic commerce of 
the United States. 

(4) All applications for approval of the transfer of privately owned United 
States-flag ships to foreign ownership and/or registry, or transfer of ownership 
and/or registry of ships owned by United States citizens or corporations 
organized under the laws of the United States or any State, Territory, district or 
possession thereof, shall be submitted to the Department of State for advice as 
to whether the transfer, if approved, is not inconsistent with the foreign policy 
of the United States. 

(5) The Maritime Administrator will request the Office of International Trade, 
and the intelligence agencies (Office of Naval Intelligence and Central Intelli- 
gence Agency) to check their files and report on all information contained therein 
pertaining to the corporations and individuals to whom the ship is to be trans- 
ferred, in order to ascertain that the foreign transferee is of good character 
and integrity and can reasonably be expected to carry out the conditions im- 
posed on the approval of the foreign transfer. 

(6) Whenever there are findings by the Administrator that a particular ship 
is not needed for national defense purposes, nor required to support the foreign 
and domestic commerce of the United States, where no objections have been 
made by the Department of State, and having ascertained the integrity and re- 
sponsibility of transferee, a transfer to foreign ownership and/or registry may 
be granted subject to conditions imposed by the Administrator. These conditions 
may vary depending upon the special circumstances in each particular case. 

(7) All transfers of American-flag ships to foreign ownership and/or registry 
and all transfers to foreign ownership and/or registry of foreign-flag ships 
owned by United States citizens, or by corporations organized under the laws of 
the United States, or any State, Territory, district, or possession thereof, that 
are approved shall be subject to the following conditions : 
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(a) That the ship shall not engage in trade prohibited to United States-flag 
ships under Department of Commerce transportation orders T-1 and T-2 or any 
modification thereof, so long as they remain in force ; 

Unless ownership is retained in a United States citizen, the following condi- 
tions (b) and (c) will apply: 

(b) That the ship, whether owned by the buyer or any subsequent transferee, 
shall if requested by the United States or any qualified department or agency 
thereof, be sold or chartered to the United States on the same terms and condi- 
tions upon which a ship owned by a citizen of the United States could be requi- 
sitioned for purchase or charter as provided in section 902, Merchant Marine 
Act, 1936, as amended, unless said ship is lost or scrapped. However, if the 
transfer of flag is to a country that is a signator of the North Atlantic Pact 
(NATO), the Administrator will consider this condition satisfied if the ship, upon 
request, is made available to a NATO country within the terms of the pact; 

(c) That there shall be no change in the ownership or registry of the ship, nor 
shall there be any transfer of stock interest in the foreign corporate buyer to 
persons not citizens of the United States, without the prior approval of the Mari- 
time Administrator ; and 

(d) That a surety bond, surety agreement or other financial securiey agree- 
ment satisfactory to the General Counsel guaranteeing adherence to the condi- 
tions imposed by the Administrator shall be provided. This surety shall be in 
an amount not less than $25,000 and not more than $250,000, depending upon the 
circumstances in each case, such as the size, age, and sales price of the ship. 

(8) Oceangoing ships over 17 years of age, unless they are of some special 
design, shall be considered as obsolete and not needed to meet the commercial 
requirements of the American merchant marine, and may be transferred foreign, 
subject to the conditions outlined in (7) above, if not required for national de- 
fense purposes and the Department of State has no objections on foreign policy 
grounds. 

(9) The Maritime Administrator is desirous of fostering a ship construction 
program for replacement purposes and unless national defense requirements 
are overriding, accordingly will allow older ships of both cargo and tanker design 
as well as war-built Liberty ships and T-2 tankers, or other types approved by the 
Administrator, to be transferred to foreign ownership and registry, providing the 
American owner effectively commits the proceeds of the ship’s sales or equivalent 
funds to new construction, and satisfies the Administrator of (a) the company’s 
financial ability to carry on the new construction program; and (06) the intent 
to complete the new ship for American-flag operation under the conditions speci- 
fied by the Administrator. Foreign transfers in these circumstances will be 
subject to the same conditions outlined in (7) above. 

(10) The Administrator may, when he considers it necessary to safeguard 
the American merchant marine, impose such further conditions as he deems 
appropriate. 

The number, tonnage and types of ships of 1,000 gross tons and over approved 
for foreign transfer for each fiscal year from July 1, 1945, to June 30, 1956, 
are shown in table 2. This table also shows the average ages of the ships approved 
for transfer during the period of July 1, 1951, through June 30, 1956. Table 3 
shows, by flag, the number and tonnage of ships approved for foreign transfer, 
July 1, 1951—June 30 ,1956. 


E. OCTOBER 12, 1953——-CONSTRUCTION OF SHIPS FOR FOREIGN ACCOUNT 


On the above date, the Maritime Administrator lifted the restrictions on United 
States shipyards building merchant ships for foreign account, except those neces- 
sary to assure that such vessels will abstain from trading with Iron Curtain 
countries and that no transfer of ownership will take place without Maritime 
Administration approval. Previously there had been additional restrictions im- 
posed providing a fixed period during which the vessels constructed in United 
States yards could be requisitioned by the United States, and certain surety 
bonds were required for performance of conditions imposed. 

sy this time, the conditions which had necessitated the restrictions for the 
most part no longer prevailed, and their removal was designed to permit our ship- 
yards to compete, subject to currency restrictions, in the world market for new 
vessel construction on more favorable terms than was previously possible. Fur- 
thermore, circumstances no longer warranted restrictions on United States ship- 
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yards in the matter of materials priorities, allowing shipyards more readily to 
schedule their production programs. 

Table 4 shows the number and types of ships approved for construction in 
United States shipyards for foreign account from July 1, 1955, to March 15, 
1957, by foreign contractor, United States shipyard and country of registry. 
Table 5 is a recapitulation of the approvals shown in table 4. 


F. DECEMBER 15, 1953—-TRANSFER OF LIBERTY TANKERS 
1. Existing conditions 

Liberty tankers came into being solely as a wartime emergency conversion of a 
basic dry-cargo vessel in order to create additional wartime tanker capacity. 
It was not believed that the use of these ships as bulk liquid carriers would ex- 
tend beyond such a wartime emergency. 

Basically, these tankers were considered as submarginal, inefficient, and un- 
satisfactory in operation, and therefore inadequate as bulk liquid carriers, prin- 
cipally because of their untankerlike characteristics, small carrying capacity 
(65,000 barrels), and slow speed. 

In the fall of 1953, there were 17 out of 31 privately owned United States-flag 
Liberty tankers in lay-up and there appeared to be no reasonable prospect of 
profitable employment in the foreseeable future under United States-flag for these 
tankers. The maintenance cost for lay-up was about $3,000 per month. The cost 
of conversion to dry cargo was considered too high—$150,000 to $200,000 per ship. 

The other Liberty tankers were in operation, but only as specialized carriers in 
a limited field of competition. It was problematical whether these tankers could 
continue in an operating status in the face of a continued low tanker freight 
market and the competition of newer and more modern types of tanker construc- 
tion. 


2. Views of the Department of the Navy 

The Maritime Administrator solicited the views of the Department of the Navy 
in regard to a proposed liberalization of the policy in effect with respect to for- 
eign transfer of these Liberty tankers, and was informed that since adherence 
to the conditions set forth in the Administrator’s letter would provide for the 
retention of the tankers under effective United States control and assure to the 
maximum extent their availability as required in the interest of national de- 
fense, the Department of the Navy interposed no objection to their transfer to 
foreign-flag registry under the provisions of the proposed policy. 


8. Adoption of policy 


On December 15, 1953, the Maritime Administrator authorized a relaxation of 
the policy of July 5, 1952, so as to permit the transfer foreign of these Liberty 
tankers and preserve their operating status, subject to the following conditions, 
that: 

(1) A finding can be made, with respect to each individual Liberty tanker, as 
required by paragraph (6) of the said statement of policy (i. e., policy of 
July 5, 1952 

(2) The transfer of the said vessel is to the registry and/or fiag of Panama 
or Liberia, with ownership remaining either directly or indirectly in the United 
States citizen owner; and/or if the United States owner elects, consideration will 
also be given to transfer to Honduran registry and flag, under the same circum- 
stances ; 

(3) The United States citizen owner of such Liberty tanker has submitted sat 
isfactory evidence of economic unfeasibility, lack of present or prospective em- 
ployment, forwarding such financial and operating data from date of acquisition 
of vessel to date of foreign transfer application, as a basis therefor ; 

(4) The outstanding mortgage notes, if any, on the Liberty-type tankers owing 
to the Maritime Administration at the time of the transfer of said vessels are 
paid to the Maritime Administration ; 

(5) That any such transfer to Panamian, Liberian, or Honduran ownership 
and/or registry shall be subject to the conditions set forth in paragraph (7) of 
the statement of policy of July 5, 1952. 


4. Approvals granted 

Pursuant to this policy, 29 Liberty tankers were approved for transfer foreign 
up to and including December 31, 1954—22 to Liberian fiag and 7 to Panamanian 
flag. The remaining Liberty tankers were approved for transfer to Liberian 
flag during 1955. 
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G. AUGUST 16, 1954——TRANSFER OF LIBERTY DRY-CARGO SHIPS 


1. Existing conditions 


After the cessation of hostilities in Korea, there were sharp cutbacks in mili- 
tary requirements for tonnage and in foreign economic aid programs. Operating 
costs, especially seagoing wage costs, were so much higher for United States-flag 
ships than for foreign-flag ships that it became increasingly difficult for Ameri- 
can ships, particularly those in the nonsubsidized fleet, to compete with foreign 
tramp ships in the tramp trades, where rates are set by competitive bidding 
for available business. These conditions resulted in prolonged idleness for many 
Liberty dry-cargo ships. More specifically, an average of about 78 of these ships 
were idle at the end of each month, January—June 1954. On July 31, 1954, 85 
ships were idle. This was about 38 percent of the total number of the privately 
owned ships of this type under the American flag. By August 31, 1954, there 
were 92 such vessels idle. 

Representatives of the American Tramp Ship Owners’ Association, Inc., and 
owners of Liberty dry-cargo ships gave information regarding the serious 
financial difficulties confronting them because of their inability to obtain profit- 
able employment of their ships in competition with the low-cost foreign-flag 
operators. Also, an increasing number of applications were received for ap- 
proval to transfer these ships to foreign ownership and/or registry. 

There were three alternatives for disposing of these unemployed ships: con- 
tinued lay up, scrapping, or transfer foreign. Continued lay-up constituted a 
heavy expense (for docking charges, watchmen’s wages, etc.) to the operators, 
which could not long be continued without prospect of return. Scrapping would 
enable the operator to cut his losses, but it would destroy a vessel having some 
years of potentially useful life. Neither lay-up nor scrapping would have af- 
forded employment to American seamen. 

The Maritime Administration did not have authority to purchase these vessels 
for lay-up in the national defense reserve fleets. The only reasonable alterna- 
tive was transfer to foreign registry, where under reduced operating costs there 
was some hope of usefully employing these ships and bringing some return to the 
private capital invested in them. 

Other factors were taken into account in considering this problem. Inasmuch 
as there were over 1,450 Liberty dry-cargo ships in the national defense reserve 
fleet, it was not considered objectionable by the Navy Department from the 
standpoint of national defense to allow the transfer foreign of a limited num- 
ber of privately owned ships of the same type, which would remain under ef- 
fective United States control and would be available to the United States, in 
case of emergency. Vessels actively in operation under friendly foreign flags 
were considered to possess a measure of defense and economic value to the 
United States. On the other hand, the presence in the United States market of 
twice as many vessels as the number for which there was any foreseeable demand 
was considered to be a depressant to new shipbuilding and to financing and 
operation of American-flag ships. 


2, Views of the Department of the Navy 


In July 1954, the Maritime Administration sought the opinion of the Depart- 
ment of the Navy, from the viewpoint of national defense, relative to relaxation 
of the Administration’s foreign transfer policy adopted on July 5, 1952. This 
contemplated the transfer to Liberian, Panamanian, or Honduran ownership 
and/or registry of a substantial number of Liberty dry-cargo vessels and Liberty- 
type colliers upon the same terms and conditions as those applicable to the trans- 
fer of Liberty-type tankers. 

In commenting upon the proposal, the Assistant Secretary of the Navy, on 
August 13, 1954, stated that the slow speed and rapidly approaching obsolescence 
of Liberty ships rendered them unsuitable for use as naval auxiliaries and of de- 
creasing value for lifts of military cargoes during a war. Nevertheless, it was 
stated, due to the need upon mobilization for shipping space over and above 
that currently available, the Department of the Navy must oppose the sale or 
transfer of vessels which did not assure their use by the United States when re- 
quired. However, as the Department of the Navy understood that each applica- 
tion would be considered on its individual merits, and the conditions set forth 
in the Administrator’s letter of December 16, 1953 (see F3 above) to the Sec- 
retary of the Navy would be adhered to, which would provide for retention of 
the ships under effective United States control and assure their use by the United 
States when required, that Department interposed no objection to the transfer 
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of the vessels to foreign flag and registry under the provisions of the contem- 
plated policy. 
3. Adoption of policy 

After consideration of all of the above factors, and in the interest of promot- 
ing a sound and profitable American merchant marine, the Maritime Adminis- 
trator, on August 16, 1954, adopted a policy and a formula by which approvals 
of the transfer of Liberty dry-cargo ships to foreign ownership and/or registry 
were made subject to the following conditions: 

(1) Where two or more Liberty dry-cargo vessels are owned by an individual 
or by a United States corporation, approval will be granted at the ratio of 1 for 
each 2 ships so owned, the choice of selection to rest with the applicant, who will 
then agree to and request withdrawal of transfer application concerning the 
Liberty dry-cargo vessel to be retained under United States registry. In other 
words, a single owner of an even number of such ships may request one foreign 
transfer to match each vessel to be retained under United States flag. 

(2) Where an applicant owns but a single Liberty dry-cargo vessel, it is obvious 
that it can qualify under the program for a foreign transfer only if it joins forces 
or pairs up with another single Liberty dry-cargo vessel owner (or another 
owner who owns an odd number of such vessels). In event two single vessel 
owners pair up, the two such owners may jointly request only one foreign transfer 
to match each vessel to be retained under United States flag. In connection 
with the new policy, the Maritime Administration is not concerned with pur- 
chases, mergers, or other working agreements as between the paired owners. 
The Administration is concerned only with the result—namely, that 2 or more 
single vessel owners apply for 1 foreign transfer to match 1 vessel to be retained 
by the applicants under United States flag. 

Under the above policy, no transfers of Liberty dry-cargo vessels were to be 
granted except under the following conditions : 

(1) Any mortgage indebtedness owing to the Government on the vessel to be 
transferred shall be satisfied prior to transfer being effected, as well as any past 
due indebtedness owing to the Government on the ship which is to be retained 
under United States registry. 

(2) Title to the transferred vessel is to be in a “citizen of the United States” 
or in a foreign corporation the controlling interest of which is owned by a 
“citizen of the United States.” The terms “citizen of the United States” and ‘‘con- 
trolling interest” as used herein shall have the same meaning as that contained 
in the Shipping Act, 1916, as amended. 

(3) The transferee and its principal United States citizen stockholders, jointly 
and severally, agree for and on behalf of themselves, their successors and assigns, 
in form satisfactory to the General Counsel and the Maritime Administrator, if 
said vessel is transferred to said transferee, that for the duration of the national 
emergency as proclaimed by the President on December 16, 1950. 

(a) there shall be no change in the ownership or registry of said vessel nor 
shall there be any transfer of stock interest in said corporation to persons not 
“citizens of the United States” without prior approval of the Maritime Admin- 
istration ; 

(b) said vessel, whether owned by said transferee, or any subsequent trans- 
feree, shall, if requested by the United States or any qualified department or 
agency thereof, be sold or chartered to the United States on the same terms and 
conditions upon which a vessel owned by a citizen of the United States could be 
requisitioned for purchase or charter as provided in section 902, Merchant Marine 
Act, 1936, as amended, unless said vessel is lost or scrapped; 

(c) That the vessel shall not engage in trade prohibited to United States- 
flag vessels under Department of Commerce Transportation Orders T-1 and 
T-2 or any modification thereof, so long as they remain in force: 

(d@) That in the event of any default under subparagraph (a) and/or (b) 
and/or (c) hereof, the transferee and its principal United States citizen stock- 
holders, jointly and severally, shall pay to the United States Department of 
Commerce, Maritime Administration, without prejudice to any other rights 
which the United States may have, as liquidated damages and not as a penalty, 
the sum of $150,000, lawful money of the United States of America, per ship; 
and 

(ce) That a notice, in form satisfactory to the general counsel, setting forth 
the terms of the approval, shall be posted and maintained in a conspicuous 
place in the wheelhouse of the said vessel. 
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(4) This approval shall be null and void unless the sale and transfer to 
foreign ownership, registry and flag so approved are effected within 60 days 
from the date of said approval. 

(5) Approvals shall be issued authorizing transfers only to Panamanian, 
Liberian, or Honduran registry. 


4. Suspension of policy, December 17, 1954 


By December 1954, a total of 57 Liberty-type dry-cargo ships had been ap- 
proved for transfer to foreign ownership and/or registry under the above policy. 
As a result, the serious situation confronting the American owners of these ships 
had been relieved to some extent. 

In addition, there had developed over a period of several weeks a growing 
demand for shipping space, occasioned both by normal or seasonal improvement 
in the commercial cargo market and by an increase in our foreign-aid export 
programs, particularly involving movements of coal and grain. The combined 
impact of these developments brought about a situation wherein American-flag 
vessels of the bulk or “tramp” type were in somewhat greater demand, as were 
foreign-flag ships of similar type. 

In view of these factors, the Maritime Administrator, on December 17, 1954, 
suspended until further notice the above policy with respect to foreign transfers. 
This suspension of the policy, however, did not apply to the applications pending 
as of December 17, 1954. 

This policy has remained in suspended status since that date. 

5. Foreign transfers approved under policy 

A total of 69 Liberty dry-cargo ships approved for transfer to foreign owner- 
ship and/or registry subject to the conditions set forth in the policy of August 
16, 1954. Of these, 67 were transferred to Liberian registry and 2 to Panamanian 
registry. 

IV. TRADE-OUT-AND-BUILD PROGRAM 


A. DEFINITION 


Under the trade-out-and-build program, the transfer to foreign ownership 
and/or registry of United States-flag war-built vessels, such as the Liberty and 
Victory type (AP2’s only) dry-cargo vessels and T-2 type tankers, is approved 
by the Maritime Administrator, and the United States owner undertakes to 
replace the vessels to be transferred by the construction of a new vessel for 
United States-flag documentation and operation, said vessel to be of a size, type, 
design, speed, and carrying capacity acceptable to the Maritime Administrator. 


B. CONDITIONS GIVING NEW IMPETUS TO PROGRAM 


The trade-out-and-build program is not new. As shown in table 6 the Maritime 
Administrator approved a number of these transactions prior to 1955 as an incen- 
tive for new construction, in accordance with the statement of policy adopted 
July 5, 1952 (par. 9). 

However, during 1955 and 1956, this program assumed a greater importance 
and was given an added impetus as a result of the following conditions: 

1. Block obsolescence and vessel replacement 

The American merchant marine is fast approaching “block obsolescence.” 
About 80 percent of the ships comprising the United States merchant fleet were 
built during the period 1941-45. Since the economic life of a ship is considered 
to be about 20 years, these ships will reach obsolescence within a very limited 
time, 1961-65. Chart I shows the number and age of privately owned United 
States-flag merchant ships, by type, as of December 31, 1956. 

For the subsidized operators, the problem further entails specific contractual 
obligations to the United States Government to replace their existing vessels. 
Most of these vessels will likewise reach the 20-year maturity during the above 
period. 

Aside from the above factors, it is essential that the United States produce 
more efficient merchant ships, incorporating improved powerplants and other 
modern improvements, in order that our fleet may maintain its competitive 
position in the world’s trade and satisfy more fully the increasing requirements 
for national defense with respect to speed, fuel economies, cargo handling and 
other features. 
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The task and cost of replacing the United States merchant fleet will be enor- 
mous. The replacement of these ships only as they become 20 years of age, within 
the limited period of 1961-65, would be beyond the capacity of the existing United 
States shipyards as well as the financial resources of American shipowners. 
Consequently, there is a need for an orderly long-range ship replacement pro- 
gram, based on a policy of spreading the replacement work over a longer period 
of time. Under this plan, some ships will be replaced before the end of their 
useful life while others will be continued in operation beyond the time when 
normal practice would require their replacement. 

Chart II shows the proposed long-range ship replacement program for sub- 
sidized operators, 1955-72, as related to the 20-year maturity of their ships. The 
long-range ship replacement program for the privately owned ocean-going 
merchant fleet, 1955-75, also as related to the 20-year maturity of such ships, is 
shown in chart ITI. 

2. Shipyard facilities and employment 

During 1955, employment in United States commercial shipyards engaged in 
merchant ship construction reached the lowest point since 1948. During the 
same year, there were only 10 merchant ships delivered by United States yards, 
the lowest number since 1951. Chart IV shows the level of shipbuilding em- 
ployment as related to merchant ship deliveries by programs, 1948-56 and pro- 
jected through 1958. 

In the interest of national defense, the United States must maintain its ship- 
building industry at sufficient strength to provide a nucleus of shipyard facilities 
and manpower capable of immediate expansion in the event of war or other na- 
tional emergency. The level of shipyard activity in 1955 was far below what was 
considered necessary to meet the estimated mobilization requirements. 

3. Increased demand for tanker tonnage 


During 1955-56, an increased demand for petroleum and its products occurred 
worldwide. This development, coupled with the closing of the Suez Canal, created 
a shortage of tanker tonnage, particularly during 1956. Inactive tanker tonnage 
thus remained at a low level and was composed primarily of vessels removed from 
service for conversion or repair. Chart V shows the amount of idle worldwide 
tanker tonnage, United States and foreign, by months, January 1954—December 
1956. 

secause of the above shortage, tanker freight rates rose sharply during the 
period from November 1955—-December 1956, with the highest increase occurring 
in the last quarter of 1956. Table 7 shows the average monthly single voyage 
tanker fixtures for clean and dirty cargoes on trade route United States Gulf to 
United States North of Hatteras, by month, January 1955—December 1956, and a 
comparison of these rates with the established basic rate of $2.85 per deadweight. 
}. Rise in ship values 

During 1955-56 ship values soared to new high levels, in some cases even sur- 
passing the original cost of construction more than 10 years ago. The following 
is a summary of a report prepared by Jacq. Pierot, Jr. & Sons, New York, N. Y., 
Ship Sale and Purchase Review 1956, dated January 1957: 

(a) Foreign-flag tonnage.—At the end of 1955 and early 1956, prices for Liberty 
dry-cargo ships settled at about $1,120,000 on the international market. In 
December 1956, a vessel of this type was sold for about $1,875,000, exceeding by 
$200,000 the highest price paid for a Liberty-type ship at the peak of the market 
during the Korean hostilities. 

In the tanker field, values more than doubled. A T-—2 tanker was sold in the 
second quarter of 1956 for $2 million. In December, however, the same ship 
could not be purchased for less than $4,250,000. The highest previous price re- 
ported for a war-built T-2 tanker freely transferable had been $3,500,000. 

(b) American-fiag tonnage—Values of American-fiag ships also increased, but 
less sharply than the foreign tonnage. 

In the dry-cargo field, the price of Liberty ships rose from a range of about 
$570,000—-$650,000 to about $850,000, and for T-2 tankers from $1,125,000 to 
$2.800,000 during 1956 At present, it is estimated that an American-flag Liberty 
ship could command a price in the neighborhood of $1 million, or more than the 
peak reached during the Korean hostilities. 

In the liner field, a C-2 type steamer was bought in January 1955 for $750,000 
and resold in July 1956 for $1,100,000. During December 1956, a similar vessel 
was sold for $1,175,000. 
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(c) American-controlled foreign-flag tonnage.—A smaller rate of appreciation 
also applied to foreign-flag vessels under American control. Whereas during 
December 1955 a Liberty dry-cargo ship was sold for $950,000, during 1956 sales 
of this type were consummated at prices up to $1,350,000 and toward the close of 
1956 the asking price for such ships was $1,550,000. 

In the tanker field, the asking price for a T-2 was in the neighborhood of 
$3,900,000 at the end of 1956. 

Table 8 shows representative sales of American-flag, foreign-flag, and Ameri- 
can-controlled foreign-flag Liberty-type ships January-December 1956. 

5. Problems under tanker trade-in-and-build program 

The tanker trade-in-and-build program, authorized by Public Law 574, 83d 
Congress, approved August 10, 1954, provides for the deilvery of privately owned 
tankers, not less than 10 years of age, to Government ownership for an allow- 
ance of credit which is to be applied toward the purchase price of new tanker 
construction for the owner. This program was designed to create a national- 
defense reserve of tankers for use in times of national emergency, and to pro- 
mote the private construction of new tankers in line with national-defense re- 
quirements. 

Under this program, 6 new tankers have been constructed or are under con- 
struction, and 14 old tankers have been placed in the national-defense reserve 
fleet. 

Table 9 shows the number, tonnage, age and speed of the tankers traded in 
and of new tankers, by company. 

Public Law 574 provides that the allowance of credit for a trade-in tanker 
shall be determined on the basis of the book value of the particular ship in 
question. Until mid-1955, this formula was in reasonable relationship to the 
world market values of tankers. However, as noted in the previous section, 
the values of ships rose sharply in subsequent months. Thus, a T-2 tanker 
which has a book value of only $850,000 to $900,000 was valued at about $1,125,000 
on the American market and about $2 million on the foreign market during 
early 1956. These market values rose to about $2,800,000 and $4,250,000 re- 
spectively by December 1956. 

The law provides also that the trade-in tankers are to be put “in class” before 
delivery to the Government. It was found that in a number of war-built ships 
this would have required extensive repairs or complete renewal of such ships. 

These factors, coupled with the increasing demand for tanker tonnage, made 
it economically unsound for American ship operators to enter into any additional 
agreements under the tanker trade-in-and-build program. 

This program has therefore become inactive under current conditions. 


Cc. VIEWS OF THE DEPARTMENT OF THE NAVY 


The various factors described in part B above created a favorable climate 
for the acceleration cf the trade-out-and-build program. 

On November 1, 1956, the Department of the Navy expressed its views with 
respect to the effect upon the national defense of the sale foreign of Victory- 
type dry-cargo ships (AP2’s only), in consideration for new construction in 
United States shipyards. In essence, the Navy’s position was: 

1. They were vitally concerned with an accelerated ship replacement program 
in the interest of maintaining a national shipbuilding base. 

2. Accordingly, to further aid construction of desirable type ships for United 
States-flag operation, they would interpose no objection from the standpoint of 
national defense to the foreign transfer of these ships, and would continue to 
consider the transfers on an individual case basis. 


D. ANNOUNCEMENT OF POLICIES 


1. November 9, 1955: Acting to encourage projects for new construction, re- 
pair, and modernization of ships in American shipyards, the Maritime Adminis- 
trator issued a statement of policy, outlining the factors that would be con- 
sidered in permitting foreign transfers of American ships. The statement re- 
called the policy adopted July 5, 1952, by the Maritime Administration, which 
provided in part that in the interest of fostering a ship-construction program 
for replacement purposes, war-built Liberty ships, T—2 tankers, or other ships ap- 
proved by the Administrator would be approved for transfer to foreign owner- 
ship and registry if the American owner would commit the proceeds of such 
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transactions to the construction of new tonnage for operation under the Ameri- 
can flag. The Administrator announced the following formula for considering 
applications for such transfers: 
CONSTRUCTION IN UNITED STATES SHIP- 
YARDS FOR UNITED STATES-FLAG OW NER- 
TRANSFER FOREIGN SHIP AND OPERATION 


VES Cae A ak eee 1 new tanker or other merchant-type 
vessel, the principal characteristics 
of which are satisfactory to Mari- 
time Administration and having sub- 
stantially equivalent utility value. 

Note 1.—In addition to the above, consideration will be given applications for the 
transfer of 2 T-—2 tankers for 2 to 4 tankers or merchant-type vessels which are modernized 
or altered by the owner for United States-flag operation with increased capacity and other 
improvement and which result in United States shipyard work of value proportionate to 
the new building described above. Appieatione involving lesser numbers of ships but 
having the same proportionate relationships will also be considered. 

Note 2.—The above will not apply to new construction programs or projects involving 
construction-differential subsidy or in those instances where Government charters are 
provided as an incentive to the new construction. 

NoTE 3.—The foregoing does not preclude the availability of title XI mortgage insur- 
ance or rapid tax writeoff in proper cases. 


In announcing this clarification of the transfer policy, the Maritime Adminis- 
trator said: 

“We feel that the new policy will encourage new ship construction under the 
American flag; it will result in more jobs for American shipyard workers and sea- 
going personnel by the incentives given to new shipyard orders, and by the entry 
of new and modern tonnage to our active American merchant fleet.” 

2. January 23, 1956: The Maritime Administrator issued the following state- 
ment in answer to questions pertaining to the statement of policy announced 
November 9, 1955: 

“A future applicant for transfer of United States-flag vessels to foreign owner- 
ship and registry, in conjunction with new construction, must be the United 
States owner of record and such applicant must have been the registered owner 
of the vessel under United States flag for at least 6 months immediately prior to 
the date of application; further, the individual or corporation which commits it- 
self to construct the new vessel must be an owner or the operator of United 
States-flag ships with financial ability and experience satisfactory to the Mari- 
time Administration. In addition, the vessels approved for transfer to foreign 
flag will remain under United States flag until a construction contract with the 
shipbuilding yard is actually entered into and filed with the Maritime Adminis- 
tration. 

“The above affects all applications filed subsequent to the date of this an- 
nouncement and shall also apply to applications now on file, but upon which no 
decision has yet been taken; furthermore, the foreign transferee of the T—2-type 
tanker or other war-built vessel transferred in consideration for new United 
States-flag construction will be required to be under United States citizen control 
either directly or indirectly through a corporation organized under the laws of a 
friendly foreign country.” 

3. November 5, 1956: Effective this date, all former policies of the Maritime 
Administration relating to the transfer of American-flag ships to foreign regis- 
try were terminated by the Maritime Administrator. 

Effective simultaneously with the termination, the Maritime Administration 
established a new general foreign transfer policy, outlining terms and condi- 
tions for the transfer of vessels of 3,000 gross tons and over. A complete state- 
ment of this policy, as printed in the Federal Register of November 8, 1956 (21 
F. R. 8588), is reprinted in the appendix of this report. 

The following are some of the highlights of this policy: 

Under the new policy each application will be considered on its individual 
merits on the basis of the type, size, speed, general condition and age of the vessel, 
acceptability of the foreign buyer and the country of registry. Each application 
will be evaluated from the standpoint of the need for retention of the vessel in- 
volved as to its possible effect upon the national defense, the maintenance of an 
adequate American merchant marine, the foreign policy of the United States, and 
the national interest. 

As a basic part of the new policy, no United States-flag war-built vessel, such 
as Liberty- and Victory-type dry-cargo ships, or T-2-type tankers, will be ap- 
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proved for transfer to foreign ownership and registry unless the American owner 
undertakes a replacement program. 

Transfer of overage vessels may be approved for transfer to foreign ownership 
and registry without a replacement program, provided the vessel is not needed for 
purposes of national defense. 

Under the new policy the number of United States-flag vessels to be transferred 
foreign will be determined by the Maritime Administrator substantially in accord 
with the following formula: 


NEW SHIP CONSTRUCTION TRANSFER FOREIGN 


(1) One new vessel of 46,000 dead Not exceeding: 2 United States-flag 
weight tons or of a smaller size T-2-type tankers; or 3 Victory-type 


satisfactory to the Maritime Ad- vessels (AP2’s); or 4 United States- 
ministrator. flag Liberty dry-cargo vessels. 

(2) One new vessel in excess of 46,000 Additional United States-flag vessels 
dead weight tons. (Liberty- and Victory-type (AP2’s) 


dry cargo and T-2 types). For ex- 
ample: 3 T-2’s for each new vessel 
of 65,000 dead weight tons; 4 T—2’s 
for new vessels of 100,000 dead weight 
tons. 
Nore.—Transfers to foreign ownership and/or registry of the above types of United 
States-flag vessels will not be approved in conjunction with construction programs involv- 


ing jumboizing, modernization, or other types of conversion, of existing United States-flag 
merchant ships. 


The above trade-out-and-build policy does not preclude the availability of 
construction-differential subsidy, title XI mortgage insurance, accelerated 
amortization or other forms of Government assistance, each to be considered on 
its merits and in accord with the laws and regulations on the subject. 

As to new construction by United States shipyards for foreign-flag ownership 
or registry, there will be, as a general rule, no limitation as to nationality of a 
foreign purchaser or as to Stockownership, other than to require that such 
foreign contractor must be acceptable to the Maritime Administrator. 

The Maritime Administrator reserves the right, without public notice, to modify 
or rescind any of the newly announced policy terms or conditions, if circumstances 
warrant. 

E. APPROVALS GRANTED 


There are included in this report various statements of approvals granted by 
the Maritime Administration pursuant to sections 9 and 37 of the Shipping Act, 
1916, as amended, under the trade-out-and-build program. 

Table 6 shows the number, tonnage, and speed of ships formally approved for 
foreign transfer and for new construction, by year, July 1, 1951, to December 31, 
1956. 

Table 10 represents a detailed statement by company, of the number, type, ton- 
nage, and speed of ships to be constructed, and the number of types of ships to 
be transferred foreign, under proposals approved in principle as well as approvals 
formalized, during the period July 1, 1955, to March 15, 1957. 

Table 11 represents a summary of approvals granted during the period July 1, 
1955, to March 15, 1957, showing the number and tonnage of ships to be con- 
structed and the number and types of ships to be transferred foreign. Part I of 
this table represents “approvals in principle” only; part II of this table repre- 
sents formalized approvals on which transfer orders have been issued. 

The formalized approvals include plans for the construction of 1 tanker of 
100,000 deadweight tons, 4 46,000-ton tankers, 10 from 32,000 to 38,000 tons, and 
6 from 25,000 to 29,000 tons. 

Under the proposals which have been approved in principle only, the planned 
construction includes 1 tanker of 106,500 deadweight tons, 2 tankers from 61,000 
to 67,000 tons, 7 tankers of 46,000 tons, and 1 of 45,500. Other proposals call for 
the construction of 1 tanker of 41,000 deadweight tons, 31 tankers of 29,000 
to 35,000 tons, and 2 bulk carriers type C-—5, of 28,000 deadweight tons each. 


F. APPROVALS DENIED OR RESCINDED 


Table 12 lists, by company, the trade-out-and-build proposals for which approval 
was denied or rescinded during the period July 1, 1955, to March 15, 1957. 
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G. FOREIGN TRANSFERS ACTUALLY EFFECTED 


During the period from January 1, 1956, through March 15, 1957, there were 
69 seagoing merchant-type ships (1,000 gross tons and over) of 718,534 deadweight 
tons, actually transferred from United States flag to foreign flags. 

Included in this total were 23 Government-owned ships transferred by the Mari- 
time Administration: 6 to Korea, 5 to the Philippines, and 12 to Brazil (as 
authorized by Public Law 665, 83d Cong., Public Law 114, 84th Cong., and Public 
Law 496, 83d Cong., respectively). Of the remaining ships, all of which were 
privately owned, 38 were transferred to Liberian flag, 7 to Panamanian flag, and 
1 to French flag. 

The average age of the 69 ships was 13.7 years. There were 42 dry-cargo ships, 
23 of which were Cl-M-—AV1’s, 12 Liberty dry-cargo EC2—-S—Cl’s, and 3 Victory 
dry-cargo VC2-S-AP2 ships. The tankers comprising 27 in all, included 18 
T2-SE-A1’s. 

Table 13 shows detailed information on each ship transferred during the period 
from January 1, 1956, through March 15, 1957, including the name and character- 
istics of the ships, the companies involved, the flag to which transferred, and 
the conditions of approval. 


APPENDIX 
STATEMENT OF POLICY ON FOREIGN TRANSFERS, NOVEMBER 5, 1956 
[Reprint from Federal Register issue of November 8, 1956 (21 FR 8588) ] 
TITLE 46—SHIPPING 


CHAPTER II—FEpDERAL MARITIME BOARD, MARITIME ADMINISTRATION, DEPARTMENT 
OF COMMERCE 


SUBCHAPTER B—REGULATIONS AFFECTING MARITIME CARRIERS AND 
RELATED ACTIVITIES 


ParRT 221—DOcCUMENTATION, TRANSFER OR CHARTER OF VESSELS 


STATEMENT OF POLICY 


Clarence G. Morse, Maritime Administrator, Department of Commerce, has 
announced that, effective November 5, 1956, all publicly announced policies of the 
Maritime Administration, as outlined in press releases of July 11, 1952, October 
12, 1953, November 9, 1955, and January 23, 1956, governing applications filed 
pursuant to sections 9 and/or 37 of the Shipping Act, 1916, as amended, are termi- 
nated. 

Effective simultaneously with the above termination, the following are hereby 
established as the general foreign transfer policy, terms and conditions of the 
Maritime Administration with respect to all vessels of 3,000 gross tons and 
over. The Maritime Administrator, however. reserves the right, without public 
notice, to modify or rescind any of the policy, terms or conditions listed if, in his 
judgment, circumstances warrant. Only those written approvals valid as of the 
effective date of this announcement will be honored strictly in accordance with 
their terms. 

APPENDIX 


I. TRANSFER OF U. S. PRIVATELY OWNED VESSELS TO FOREIGN OWNERSHIP AND/OF REGISTRY 


A. General conditions. Each application will be considered on its individual 
merits on the basis of the type, size, speed, general condition and age of the 
vessel, acceptability of the foreign buyer and country of registry, and each will 
be evaluated from the standpoint of the need for retention of the vessel involved 
under the U. S. flag or U. S. ownership for purposes of (1) National Defense, 
(2) maintenance of an adequate American merchant marine; (3) foreign policy 
of the United States; and (4) the National interest. 

No U. 8S. flag so-called “war-built” vessel, such as Liberty and Victory type 
dry cargoes, T-2 type tankers, will be approved for transfer to foreign owner- 
ship and registry unless the American owner thereof undertakes a replacement 
program (hereinafter referred to as “Trade-Out-And-Build”), except as to those 
American flag vessels which, by reason of a marine casualty, are abandoned to 
alien underwriters. 
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Over-age U. S. flag vessels (20 years of age and over, excepting those of special 
design or those vessels the useful life of which shall have been extended by 
jumboizing or modernization) shall be considered as obsolete and not needed to 
meet the commercial requirements of the American merchant marine. Transfer 
of over-age vessels may be approved for transfer to foreign ownership and regis- 
try without a replacement program, provided the vessel is not needed for purposes 
of National Defense. 

B. “Trade-out-and-build” programs. Transfer to foreign ownership and/or 
registry of U. S. flag “war-built” vessels, such as the Liberty and Victory type 
(AP2’s only) dry cargo vessels and T-—2 type tankers will be approved only if 
the United States owner thereof undertakes to replace the vessels to be trans- 
ferred by the construction of a new vessel for U. S. flag documentation and op- 
eration, said vessel to be of size, type, design, speed and carrying capacity ac- 
ceptable to the Maritime Administrator. 

The number of U. 8S. flag vessels to be transferred foreign will be determined 
by the Maritime Administrator on a case-by-case basis, using wherever prac- 
ticable “equivalent utility value,’ substantially in accord with the following 
formula: 


New ship construction Transfer Foreign 
(1) One new vessel of 46,000 dwt or of Not exceeding: 2 U. S. flag T-2 type 
a smaller size satisfactory to the tankers; or 3 Victory type vessels 
Maritime Administrator. (AP2’s) ; or 4 U. S. flag Liberty dry 


cargo vessels. 
(2) One new vessel in excess of 46,000 Additional U. S. flag vessels (Liberty 
dwt. and Victory type (AP2’s) dry cargo 
and T-2 types). For example: three 
T—2’s for each new vessel of 65,000 
dwt: four T-2’s for new vessels of 
100,000 dwt. 


Note: Transfers to foreign ownership and/or registry of the above types of 
U. S. flag vessels will NOT be approved in conjunction with construction pro- 
grams involving jumboizing, modernization, or other types of conversion, of 
existing U. S. flag merchant ships. 

Other criteria and conditions. The above formulas are not to be construed as 
a binding commitment upon the Maritime Administrator but, as stated, each 
“trade-out-and-build” application will be considered on its individual merits and 
upon the circumstances existing at the time of submission of each such applica- 
tion. Each applicant will be required to submit within three months of the date 
of approval in principle: (a) evidence of financial ability to undertake the new 
vessel construction; (b) evidence of citizenship; and (c) executed copies of the 
construction contract, together with plans and specifications. In addition, the 
requirement will be made that the construction contract for the new vessel may 
not be assigned to others without the prior approval of the Maritime Adminis- 
trator and (unless prevented by causes determined by the Maritime Adminis- 
trator to be reasonably beyond the control of applicant) that the new vessel shall 
be completed and documented under United States laws within 24 months of the 
date of the construction contract or such other time as may be approved by the 
Maritime Administrator. 

The individual or corporation which applies for transfer of U. 8. flag vessels 
to foreign ownership and registry, in conjunction with “trade-out-and-build” 
programs, and which commits itself to construct a new vessel is required to be 
the owner, or parent or U. S. subsidiary or related company of the owner, of U. 8S. 
flag vessel(s). 

In the event the new vessel is not constructed and documented under United 
States laws by the applicant or any U. S. subsidiary or affiliate of the applicant 
within the time limit prescribed, said corporation and the principal U. 8. citi- 
zen stockholders thereof, jointly and severally, shall pay to the United States, as 
liquidated damages and not as a penalty, for the new vessel agreed to be con- 
structed which is not constructed, a sum which, at the time of formalization of 
the approval, shall represent the difference between the United States and foreign 
market values of the vessels which are transferred. 

The owner of a vessel transferred to foreign registry and flag under the above 
“trade-out-and-build” program is to be either: (a) a United States citizen within 
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the meaning of section 2 of the Shipping Act, 1916, as amended, or (b) a corpora- 
tion organized under the laws of either the United States, Liberia, Panama or 
Honduras, all or a majority of the stock in which said corporation shall be owned 
by a citizen or citizens of the United States within the meaning of section 2 of 
the Shipping Act, 1916, as amended. The registry and flag of the vessel trans- 
ferred shall be either Liberian, Panamanian or Honduran. 

The above “trade-out-and-build” policy does not preclude the availability of 
construction differential subsidy, Title XI mortgage insurance, accelerated amor- 
tization or other forms of government assistance, each to be considered on its 
merits and in accord with the laws and regulations on the subject. 

C. Transfers to foreign ownership and/or registry (without vessel replace- 
ment)—(1) For operation. Under this category are “over-age” vessels as herein- 
before defined ; vessels which are now under foreign registry and owned by U. 8. 
citizens; or such vessels which, because of their small carrying capacity, type, 
size and condition, may be determined as not of an adequate type for retention 
under the United States flag (i. e., within the range of 3000 to 5000 gross tons). 
All applications involving vessels in these categories will be scrutinized on the 
basis of the individual merits of each and may be approved for transfer to for- 
eign ownership and/or registry, provided determination is made that the vessel 
is not needed for retention under U. S. flag or United States ownership from the 
standpoint of National Defense; maintenance of an adequate merchant marine; 
foreign policy of the United States and National interest. There is no limitation 
as to the nationality of the foreign buyer or country of registry of vessels in this 
category, except that the foreign buyer and country of registry must be accept- 
able to the Maritime Administrator. 

In this category also, would be those vessels, which have been declared a con- 
structive total loss because of a marine casualty and which have been abandoned 
to insurance underwriters, the majority or all of whom may be noncitizens of the 
United States. The Maritime Administration’s approval is required before such 
vessels may be abandoned to alien underwriters. Such approval will not generally 
be withheld, provided evidence of a nature satisfactory to the Maritime Admin- 
istrator of the asserted constructive total loss is submitted to the Maritime Ad- 
ministration and provided also the alien underwriters will not resell the vessel, 
either for operation or for scrapping, to other alien interests without the Maritime 
Administration’s approval as to the foreign buyer. 

(2) For scrapping. U.S. privately owned vessels which are considered un- 
necessary, because of obsolescence, for further United States flag operation will, 
in most cases, be approved for sale to foreign corporations for scrapping abroad 
without restriction as to the nationality of the foreign buyer, if said buyer is ac- 
ceptable to the Maritime Administrator. 


II. NEW SHIP CONSTRUCTION BY UNITED STATES SHIPYARD FOR FOREIGN FLAG OWNERSHIP 
AND/OR REGISTRY 


During periods of National Emergency, United States shipyards are required to 
obtain the prior approval of the Maritime Administration before (a) entering into 
a contract to construct a vessel for a corporation which is not a citizen of the 
United States as defined in section 2 of the Shipping Act, 1916, as amended; (b) 
delivering the completed vessel to a foreign corporation; (c) documentation of 
the vessel under foreign registry, and (d) departure of the vessel from a United 
States port. 

As a general rule, there will be no limitation as to the nationality of such 
corporation, nor as to the nationality of its stock ownership, other than to re- 
quire that such foreign contractor must be acceptable to the Maritime Ad- 
ministrator. 


III. CONDITIONS OF APPROVAL OF TRANSFERS TO FOREIGN OWNERSHIP AND/OR REGISTRY 


A. United States privately owned vessels of 3,000 gross tons and over, regard- 
less of type or age. The following terms and conditions shall be applicable to all 
transactions requiring the Maritime Administration’s approval, pursuant to sec- 
tions 9 and/or 37 of the Shipping Act, 1916, as amended, of transfers to foreign 
ownership and/or registry, for operation, of all vessels of 3,000 gross tons and 
over, and shall be in effect for the remaining period of the 20-year life of the vessel, 
or for the duration of the National Emergency as proclaimed by the President on 
December 16, 1950, whichever is the longer period, EXCEPT as to those vessels the 


PRIEST oT 8 a oer 





O 
e 


f 
d 


|. 
ll 


d 


n 


STUDY OF VESSEL TRANSFERS 73 


economic life of which may have been extended by reason of conversion or 
jumboizing. (In the latter case the period will be extended another five years or 
such other period of time as may be approved by the Maritime Administrator. ) 
The conditions are stated hereunder : 

1. Ownership. Without the prior written approval of the Maritime Adminis- 
tration, there shall be neither transfer of ownership, nor change in the registry 
of the vessel transferred, nor shall there be any transfer of stock interest in 
the foreign corporate buyer to persons not citizens of the United States (within 
the meaning of section 2 of the Shipping Act, 1916, as amended), except such 
transfers of stock or change of ownership which result by reason of the death of 
any stockholder or owner. Notification of any change, occurring by reason of 
death, shall be filed with the Maritime Administration within 60 days of the date 
of the transfer of stock or change of ownership. 

2. Availability. That the ship, whether owned by the foreign corporate 
buyer, or any subsequent transferee, shall, if requested by the United States or 
any qualified department or agency thereof, be sold or chartered to the United 
States on the same terms and conditions upon which a vessel owned by a citizen 
of the United States could be requisitioned for purchase or charter as provided 
in section 902, Merchant Marine Act, 1936, as amended, unless said vessel is 
lost or scrapped. However, if the transfer of flag is to a country that is a 
signator of the North Atlantic Pact (NATO), the Administrator will consider 
this condition satisfied if the vessel upon request is made available to a NATO 
country within the terms of the Pact. 

3. Trade. That the vessel shall not engage in trade prohibited to U. S. flag 
vessels under Department of Commerce Transportation Orders T-1 and T-2, 
or any modification thereof, unless earlier terminated. 

4. Default. In the event of default under conditions 1 or 2 or 3, the vessel 
approved for transfer shall be subject to the penalties imposed for violation 
of conditions of approval as provided in section 41 of the Shipping Act, 1916, 
as amended (46 U.S. C. 839). 

Pursuant to the provisions of section 38 of the Shippiing Act, 1916, as amended 
(46 U. S. C. 836) the Maritime Administrator may mitigate any forfeiture. 
To secure the payment of the sum of money required for any such mitigation 
the foreign corporate buyer shall agree, in a contract in form satisfactory to 
the General Counsel, to the above prescribed conditions and shall agree to pro- 
vide, and shall provide, a United States commercial surety bond in the principal 
amount of $50,000 to $250,000 depending on the vessel (in the case of foreign 
corporations owned or controlled by foreign citizens), or the agreement of the 
foreign corporate buyer and its principal U. S. citizen stockholders (if the 
foreign corporate buyer is owned or controlled by United States citizens) in 
like amount to secure the payment as aforesaid, or other security satisfactory 
to the Maritime Administrator; Provided further, That in the event of any 
mitigation of the forfeiture the foreign corporate buyer, as part of such mitiga- 
tion, will enter into a new agreement containing substantially the same condi- 
tions as above covering the said vessel approved for transfer, for the remaining 
period of the original agreement. 

B. New ship construction for foreign flag ownership and/or registery. The 
following conditions will be applicable to all approvals granted of applications 
involving the construction of new vessels in the United States for foreign flag 
ownership and/or registry. Such terms and conditions shall be effective only 
for the duration of the National Emergency as proclaimed by the President on 
December 16, 1950: 

1. Ownership. Without the prior written approval of the Maritime Admin- 
istration, there shall be neither transfer of ownership, nor change in the registry 
of the vessel transferred, nor shall there be any transfer of stock interest in 
the foreign corporate contractor to persons not citizens of the United States 
(within the meaning of Section 2 of the Shipping Act, 1916, as amended), ex- 
cept such transfers of stock or change of ownership which result by reason 
of the death of any stockholder or owner. Notification of any change, occurring 
by reason of death, shall be filed with the Maritime Administration within 60 
days of the date of the transfer of stock or change of ownership. 

2. Availability. That the ship, whether owned by the foreign corporate con- 
tractor, or any subsequent transferee, shall, if requested by the United States or 
any qualified department or agency thereof, be sold or chartered to the United 
States on the same terms and conditions upon which a vessel owed by a citizen 
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of the United States could be requisitioned for purchase or charter as provided 
in section 902, Merchant Marine Act, 1936, as amended, unless said vessel is 
lost or scrapped. However, if the transfer of flag is to a country that is a signa- 
tor of the North Atlantic Pact (NATO), the Administrator will consider this 
condition satisfied if the vessel upon request is made available to a NATO 
country within the terms of the Pact. 

3. Trade. That the vessel shall not engage in trade prohibited to U. 8S. flag 
vessels under Department of Commerce Transportation Orders T-1 and T-—2, or 
any modification thereof, unless earlier terminated. 

4. Default. In the event of default under conditions 1 or 2 or 3, the vessel 
approved for transfer shall be subject to the penalties imposed for violation of 
conditions of approval as provided in section 41 of the Shipping Act, 1916, as 
amended (46 U. 8S. C. 839). 

Pursuant to the provisions of section 38 of the Shipping Act, 1916, as amended 
(46 U. S. C. 836) the Maritime Administrator may mitigate any forfeiture. To 
secure the payment of the sum of money required for any such mitigation the 
foreign corporate contractor shall agree, in a contract in form satisfactory to the 
General Counsel, to the above prescribed conditions and shall agree to provide, 
and shall provide, a United States commercial surety bond in the principal amount 
of $50,000 to $250,000 depending on the vessel (in the case of foreign corpora- 
tions owned or controlled by foreign citizens), or the agreement of the foreign 
corporate contractor and its principal U. S. citizen stockholders (if the foreign 
corporate contractor is owned or controlled by U. 8. citizens) in like amount to 
secure the payment as aforesaid, or other security satisfactory to the Maritime 
Administrator; Provided further, that in the event of any mitigation of the for- 
feiture the foreign corporate contractor, as part of such mitigation, will enter 
into a new agreement containing substantially the same conditions as above cover- 
ing the said vessel approved for transfer, for the remaining period of the original 
agreement. 

©. Sales to aliens for scrapping abroad. The following terms and conditions 
shall apply to United States privately owned vessels of 3,000 gross tons and over 
which are sold to foreign buyers for scrapping abroad : 

1. Time within which to be scrapped. Within a period of 18 months from the 
date of approval (of the sale), the hull of said vessel shall be completely scrapped, 
dismantled, dismembered, or destroyed in such manner and to such extent as to 
prevent the further use thereof, or any part thereof, as a vessel, barge, steam- 
ship or any other means of transportation whatsoever ; 

2. Ownership and distribution of scrap material. Neither said vessel nor any 
interest therein shall be sold to nationals of, or to any person (not a citizen of the 
United States) residing in Soviet Union, Latvia, Lithuania, Estonia, Poland, 
Czechoslovakia, Hungary, Rumania, Bulgaria, Albania, North Korea, the Soviet 
Zone of Germany, Manchuria, or Communist China; nor shall the scrap resulting 
from the demolition of the hull of the ship, or the engines, machinery or major 
items of equipment, be sold to, or utilized by, any such person, or be exported to 
destinations in any of such countries; nor shall the engines, machinery or major 
items of equipment be exported to destinations within the United States; 

3. Default. In the event of any default under 1 and/or 2 above, to pay to the 
Maritime Administration, Department of Commerce, without prejudice to any 
other rights which the United States may have, as liquidated damages and not as 
a penalty, the sum of $_-------~-- (not less than $25,000, depending upon the 
size, type, etc. of the vessel involved), said payment to be secured by a surety com- 
pany bond or other surety satisfactory to the Maritime Administration; 

4. Evidence of scrapping and destination of scrap materials. As proof of the 
ultimate scrapping of the vessel (hull only) and disposal or utilization of the 
resultant scrap, the engines, machinery and major items of equipment in the man- 
ner above set forth, if and when effected, there shall be filed with the Maritime 
Administration a Certificate or other evidence satisfactory to its General Counsel. 
duly attested and authenticated by a United States Consul. 

All contracts and/or forms of surety thereunder, embracing the above condi- 
tions, shall be in all respects satisfactory to the Maritime Administration. 

Dated: November 5, 1956. 

[SEAT] CLARENCE G. MORSE, 

Maritime Administrator. 


{F. R. Doc. 56-9131 ; Filed, Nov. 6, 1956; 1:12 p. m.] 
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TABLE 1.—Reports of vessels sold to citizens and noncitizens, and status of 
payments, under the Merchant Ship Sales Act of 1946, as amended, cumulative 


to Dec. 31, 1956 


Number of vessels... 


Sales, gross ! 


Allowances 
Vessels traded in 
All other 


Total 
Sales, net !_- 
Principal collected and notes canceled 
Cash payments 


Payments on notes and credits applied 
Notes canceled on vessels repossessed 


Total. 


Mortgage balance, Dec. 31, 1956 
Interest collected to Dee. 31, 1956 


Unite 





“<<<< - 712 


67 
2 


5, 004, 806 
5, 287, 280 





»d States| Foreign flag | 
flag } 


843 | 1, 113 


330, 843 | $916, 972, 859 |$1, 


3, 953 0 | 
25, 825 | 161, 805 


, 769, 778 | 161, 805 | 


916, 811, 054 1, 


, 561, 065 


687, 810, 024 | 1, 
174, 936, 218 | 
3, 112, 000 


, 794, 706 


, 086, 792 | 865, 858, 242 | 1, 

50, 952, 812 | 

48, 554, 884 | 
| 


, §24, 631 | 
, 086, 483 


Total 





1, 956 


776, 303, 702 








6, 243, 953 
72, 687, 630 
78, 931, 583 


697, 372, 119 


149, 604, 730 
419, 941, 024 
8, 399, 280 


Ob, e 





118 
100, 641, 367 


1 Excludes billings for desirable features ¢ f portion necessary to place vessels in 


lass. 


and for repairs in excess ¢ 
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82 STUDY 


OF VESSEL TRANSFERS 


TABLE 5.—Recapitulation—Approvals granted pursuant to sec. 37 of the Shipping 
Act, 1916, as amended, for the construction of ships by United States ship- 
yards for foreign-flag ownership and operation, July 1, 1955-Mar. 15, 1957 














Total Registry of ships upon completion 

Period l aw ee ee 

Number | Deadweight Flag Number | Total dead- 

of ships | tons | of ships | weight tons 
July 1, 1955 to June 30, 1956. __._...__- 2 84,000 | Panamanian. 2) 84, 000 
{Liberian 34 | 1, 565, 000 
July 1, 1956 to March 15, 1957 -| 36 1, 639, 650 |{ Panamanian 1 | 42, 000 
() 1 32, 650 
Db cp cdireruttercccesscsmesee 38 1, 723, 650 |_.....--.. 38 | 1, 723, 650 


1 To be registered under Liberian, Panamanian, or Honduran flag. 


TABLE 6.—Trade-out-and-build program—Number, tonnage, and speed of ships 
approved for foreign transfer and for new construction, by year of approval, 
July 1, 1951—Dec. 31, 1956 


| Ships approved for foreign transfer New construction—Tankers 


Year 
Total Speed Total Speed 
Number 'deadweight (knots Number |deadweight (knots) 
tons ! tons 

1951... 17 178, 500 10.0 ‘ 117, 554 | 17.5 
1952. 6 98, 267 14.2 3 93, 234 17.3 
1953. 2 33, 000 14.5 ] 26, 970 16.0 
1954 2 24, 320 13.0 1 25, 200 17.0 
1955 10 141, 000 13. 5 4 117, 500 17.3 
1956 26 364, 000 13.0 10 309, 890 | 17.0 
Total. 63 839, 0&7 212.4 23 690, 348 217.1 


i 


1 Based on average deadweight tons of 16,500 for T-2 tankers and 10,000 for Liberty dry-cargo ships. 
2 Average. 
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TABLE 7.—Acerage monthly single voyage tanker fixtures, trade route, United 
States gulf/United States north of Hatteras, for clean and dirty cargo, January 
1955—December 1956 

[Rate per deadweight ton] 


Clean cargo Dirty cargo 
| 
Month and year Average rates Percent in- Average rates | Percent in- 
inna: ‘a crease (-+-) or |____ _____| crease (+) or 
decrease (—) | | decrease (—) 
Monthly | Quarterly (quarterly Monthly |Quarterly (quarterly 
rates) ! rates) ! 
1955—January $3.17 $3. O01 
February 3. 01 2.99 
March 2.7 $3. O1 +5. 73 2. 57 $2. 87 +0. 75 
April 2. 60 2.12 
May 2. 59 ; m Ae bon 
June 2. 35 2. 51 —12.00 2. 07 2. 11 — 26. 10 
July 2.49 | 2.04 | 
August 2. 29 | 2. 21 
September 2. 47 2. 38 —16. 40 2.35 2.17 — 24. 00 
October 2. 52 2. 02 
November 4.40 3.93 |.. sca . 
December 6. 47 4.94 —73. 50 | 5.76 4.59 | +-61. 05 
1956—January 4.94 3.74 | 
February 3.41 3. 23 | : 
March 2.74 3. 85 +35. 04 2. 84 3. 31 +16. 28 
April 3.63 4.03 Rs re 
May | 4.89 | 
June 4.85 3.88 | +36. 00 | 4.35 | 4.43 | +-55. 45 
July 4.73 | | | Oo | 
August 4.35 4.35 ay , oe 4 
September 4.85 | 4.74 | +-66. 39 | 4. 56 | 4.32 | +51. 60 
October 4.77 | | RF tissu, a 
November 8.19 |_- le ate We inacecimcpteiiicmcnaaaead bitte 
December 9. 88 6. 99 +145. 16 9.15 7.71 | +170, 39 
| 
j | 


1 Percentage of increase or decrease in basic rate of $2.85 per deadweight ton established by the former 
U. 8. Maritime Commission in 1946. 
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TABLE 8.—Representative sales of American-flag, foreign-flag, and American- 
controlled foreign-flag Liberty-type ships, January—December 1956 


AMERICAN FLAG 


Month Name of vessel Amount Delivery date 
1956 | 
January-February | Seacliff | $643, 000 | March 1956 
George M. Culucundis 570, 000 | September 1956. 
March-April Atlanticus_..- 635,000 | November 1956. 
May-June : Chelsea | 750,000 | July 1956, 
Joel Chandler Harris | 765, 000 Do. 
Amerocean 775,000 | August 1956. 
Arthur Fribourg 850, 000 Do. 
Jules Fribourg 806, OCO Do. 
I. R. Lashins 650,000 | November 1956. 
July-August Flora C 750,060 | Prompt delivery. 
Cileo Ranger 750, 000 Do 
Cileo Trader 775, 000 Do. 
I. R. Lashins ! 750, 000 | November 1956. 
. Trojan Trader... . 790,000 | October 1956. 
September-October. -_-__- Seamonitor 750,000 | April 1957 
Pacific Ocean. - 875,000 | Mareh 1957. 
November-December __- Groton Trails 850, 000 | May 1957. 


FOREIGN FLAG 





1956 
January. Argodon $1, 000 
February. _| Jane Stove 1, 127, 000 
March ’ ..| Dayrose 1, 000 
April. -- Matang 1, 285, 000 
May ‘ .| Calli. 1, 325, 000 
July. 7 Miguel de Larrinaga 1, 372, 000 | 
August Nueva Fortuna i. , 000 
October : = : Cape Verde 1, 512, 000 
nS a eee _| Barranca 1, 876, 000 | 

AMERICAN CONTROLLED FOREIGN FLAG 

1956 
March Alexandra $1, 020,000 | July 1956. 
July _. Captain Lyras 1,075,000 | January 1957. 
August Henry Ulmann : 1, 175, 000 Do 
September.. : . Arapahoe 1, 350,000 | November 1956 
October ‘ r ..| American Robin 1, 325,000 | January 1957 
November .----| Murray Hill. 1, 350,000 | February 1957. 


1 Resale. 


Source: Ship Sale and Purchase Review 1956; Jacq. Pierot, Jr. & Sons, January 1957. 


TABLE 9.—Tanker trade-in-and-build program—Number, tonnage, and speed of 
old tankers traded in and new tankers to be built as of Dec. 81, 1956? 


Old tankers New tankers 


Company 
Number | Year | Total dead-| Speed Number |Total dead-| Speed 


built weight tons weight tons 
Knots Knots 
Cities Service Co 2 | 1943 33, 344 14.5 
4 | 1944 65, 948 14.5 
1 | 1945 16, 572 14.5 
Total... 7 115, 864 | 3 90, 000 16.5 
Texas Co 2 1937 24, 780 13.1 1 19, 200 19.0 
Esso Shipping Co 5 | 1944 82, 715 14.5 2 70, 800 18.3 
Total... 14 223,359 | 214.3 6 180, 000 217.5 


1 Last contract executed in 1955 
2 Average. 
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The CHatrMANn. Mr. Drewry ? 

Mr. Drewry. In your review of the vessel transfer activities you 
make reference to the recent sales pursuant to statute to Brazil, the 
Philippines, and Korea. Those bills are to be distinguished, I think, 
from the general subject with which we are pr imarily concerned here, 
which is the transfer of privately owned vessels to foreign ownership 
or registration under sections 9 and 37 of the 1916 act; is that correct? 

Mr. Morse. Certainly, there is a decided distinction but we took 
those factors into consideration in determining whether we should or 
should not approve any tr: ansfers of pr ivately owned vessels. 

Mr. Drewry. The introduction to the statement makes reference 
to the fact that: 

Since enactment of the first comprehensive shipping act in 1916, control has 
been exercised by the United States over the sale and transfer of American- 
flag ships to foreign ownership or documentation. 

Then, sections 9 and 37 are outlined. On page 2 the statement is 
made that: 

This authority was mainly a war power, conferred upon the Board in order 
to create centralized control of tonnage required in time of war or national 
emergency. 

In other words, to retain vessels under the American flag. Then, 
it goes on to say: 

Its purpose was understandable in as much as there was no American mer- 
chant marine at that time worthy of the name. 

On page 3 there is a statement regarding the purpose of sections 9 
and 37 that: 

The Shipping Act of 1916 and related merchant marine laws make it evident 
that the provisions of those sections * * * constitute part of the coordinated 
plan for the development of the American merchant marine in the interest of 
national defense and economy. 

Their basic purpose is to restrict sales to aliens of vessels required for the 
transportation of cargo in the domestic or foreign commerce of the United States 
and for its national defense. 

Then, follows a recital of the statement of policy in the 1946 act 
which is substantially similar to the statement of policy in the 1936 
act regarding the congressional policy that there should ‘be an Ameri- 

can-flag merchant marine, American owned, American operated, and 
a well-balanced one and further that: 

The legislative history of these sections and their several amendments con- 
firms their basic purpose as merely limitations upon property rights and not as 
a grant of absolute authority to an administrative agency. 

[ bring that up just to get to the point that what we are concerned 
with here is how policies deve eo in connection with sections 9 and 
37 relative to policies set forth by Congress in the declarations from 
the 1916 and certain other acts. 

I now come to the criteria that are dealt with. 

Mr. Morse. May I interrupt there? 

Mr. Drewry. Cert: ainly. 
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Mr. Morse. You omitted one sentence on page 3 that I think is 
pertinent. 

As a matter of fact, Congress on at least two separate occasions has refused 
to convert the discretionary authority to impose transfer into an outright 
embargo against it. 

Mr. Drewry. Yes, sir. I think that should have been stated. 

Let us come to the general policy considerations and I would like 
to ask you about : several points that come to my mind in connection 
with them that I believe might be clarified. 

In considering applications for approval of foreign transfers, the Maritime 
Administration regularly consults with the Department of Defense on matters 
relating to national defense and with the Department of State on matters of 
foreign policy, and proceeds in all instances to weigh with caution the advan- 
tages against the disadvantages of each application for transfer foreign. 

What form does your consultation with the Department of Defense 
take ? 

Mr. Morsr. We submit to them by letter a statement of what the 
requested transfer is and request the views of the Navy Department 
as to whether such a transfer would be or would not be consonant 
with their national-defense requirements. 

Mr. Drewry. And in that request to the Defense Department do 
you also indicate what will be built ? 

Mr. Morse. Yes. Where we require a new construction against a 
transfer out we also indicate the type and size and speed of the new 
vessel to be built. 

Mr. Drewry. That is done in each individual case? 

Mr. Morse. Yes, sir. 

Mr. Drewry. While we are still on that point, within the past 
several years there has been some coordinated activity between Defense 
and Commerce as to minimum mobilization planning for merchant 
shipping. 

Mr. Morse. That is correct. 

Mr. Drewry. I believe the first development was back in about 
1953 and then in December of 1955 there was a report prepared by the 
joint Maritime and Navy planning group, signed by yourself and 
Secretary Thomas. 

That was subsequently stated in May of 1956 as being current to 
that time and I wonder now whether there is a followup being taken 
with a report to the forthcoming at an early date on what our 
minimum basic requirements are. 

Mr. Morse. Yes. That matter is being coordinated at the present 
time by the Marad-Navy planning group and a new report will be 
issued within the next 3 or 4 weeks to make current the studies which 
have been made over the past few years. 

Mr. Drewry. That will be in the next three or four weeks? 

Mr. Morse. Yes, sir. 

Mr. Drewy. Now, in your most recent policy statement you limit 
your approvals for ships to be transferred to T-2 tankers, Libertys, 
and Victorys, but I notice that insofar as the Victorys are concerned 
it is AP-2’s only. That is the slower vessel. 
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Does that apply in the case of the T-2 tankers that the slower class 
tankers are the only ones or is that any T—2 tankers? 

Mr. Morse. No; it is the slower T-2 tankers that we have approved. 
We have not approved the transfer of the fast T—-2 tankers. You men- 
tioned the AP-2’s. That reminds me that in the Onassis transaction, 
1 believe they had requested our approval to transfer their Victory 
vessels against new construction. 

We refused to do that because they were AP-3’s, the fast Victory. 

Mr. Drewry. On what principle do you proceed so that you do not 
permit their transfer. 

Mr. Morse. On the basis that there is a mobilization requirement 
for these fast Victory ships and the Navy has so far refused to ap- 
prove, in principle, the transfer out against this type vessel. 

Mr. Drewry. That would apply in a case of a C-2 and C-3, too, I 
presume ¢ 

Mr. Morse. Yes, sir. 

Mr. Drewry. In a recent series of cases of transfers, according to 
your records, on October 26, 1955, the so-called Niarchos interests 
requested transfer of two T-2’s and 4 Libertys in return for which 
they agreed to build one 25,000-deadweight-ton tanker; is that cor- 
rect ¢ 

Mr. Morse. Will you identify the record? These matters have 
been negotiated over a period of months and I cannot recall the exact 
details. 

Mr. Drewry. I have only penciled notes here, so suppose you check 
me on it if lam wrong. 

Mr. Morse. You are talking about Niarchos now ? 

Mr. Drewry. Yes, sir. 

Mr. Morse. I have a report on the Niarchos matter. 

If you would like, I will read it into the record. 

Mr. Drewry. All right. 

Mr. Morse (reading) : 

The Maritime Commission, late in the year 1949, commenced an adminis- 
trative and legal review of ship sales transactions under the Merchant Ship 
Sales Act, 1946, with particular scrutiny being applied to those cases in which 
the record indicated that American ownership in the purchasing companies was 
barely in excess of 50 percent of the respective companies’ total stock distribu- 
tion. 

This review revealed that a number of the corporations purchasing ships under 
the 1946 act were in the category calling for the preferred attention referred to 
above and as intensive study of these cases was undertaken by the Commission’s 
legal staff. The objective of this study was a determination of those cases where 
misrepresentation of citizenship status by the purchaser was indicated. 

A “citizen of the United States,” under the provisions of the Merchant Ship 
Sales Act, 1946, is defined as a corporation, partnership, or association meeting 
the United States citizenship requirements within the meaning of section 2 of 
the Shipping Act of 1916, as amended. 

At that point I would like to interpolate in respect to a suggestion 
yesterday that we should review the spread of — 50-percent. stock- 
ownership in determining whether they did or did not qualify as 
effective United States control. 
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Section 2 of the 1916 act, and I will refer to the 75-percent rate 

‘ather than the 50, but the same principle applies: 

That, within the meaning of this Act, no corporation, partnership, or associa- 
tion shall be deemed a citizen of the United States unless the controlling interest 
therein is owned by citizens of the United States and, in the case of a corporation, 
unless its president and managing directors are citizens of the United States 
and the corporation itself is organized under the laws of the United States or 
of a State, Territory, district, or possession thereof, but in the case of a corpora- 
tion, association, or partnership operating any vessel in the coastwise trade the 
amount of interest required to be owned by citizens of the United States shall be 
75 per centum. 

There is nothing in that statute which indicates that the controlling 
interest, 50 percent, as the case may be, must be in one individual or 
may be spread among hundreds of individuals, so that I fail to see 
that we should make a study and determination of that spread and 
impose more strict requirements than the statute does itself. 

The next section brings up the point which I would like to mention 
incidentally, section 2 (b) : 

The controlling interest in a corporation shall not be deemed to be owned by 
citizens of the United States (a) if the title to a majority of the stock thereof 
is not vested in such citizens free from any trust or fiduciary obligation in 
favor of any person not a citizen of the United States; or (b) if the majority 
of the voting power in such corporation is not vested in citizens of the United 
States; or (c) if through any contract or understanding it is so arranged that 
the majority of the voting power may be exercised, directly or indirectly, in 
behalf of any person who is not a citizen of the United States; or (d) if by any 
other means whatsoever control of the corporation is conferred upon or 
permitted to be exercised by any person who is not a citizen of the United States. 

I am getting now into this question of our ceasing to require birth 
certificates in establishing the citizenship. Even if we get birth 
certificates, that is only part of the problem we have here. We get, 
in addition, affidavits that there are no secret understandings, et 
cetera. 

Unless we went out and had investigators contact every person that 
had any dealing with this transaction and then, in addition, contacted 
their relatives and friends and business associates, I do not know how 
we could determine that there is no secret understanding. 

The CHatrman. Mr. Morse, let me interrupt you. Are you not 
getting away from the counsel’s question and going into another 
matter ¢ 

Mr. Morse. Yes; I am. 

The Cuarrman. I do not want to eliminate any questions about 
the matters you are discussing, but I do want to get into the record 
what I stated in the beginning of this hearing. 

Mr. Drewry. Mr. Morse, maybe you are overanticipating what my 
question is to be. 

Mr. Morse. This report I have on Niarchos is rather voluminous, 
so perhaps we can skip it. 

Mr. Drewry. I would like to talk about some particular transac- 
tions. Perhaps that might be submitted for the record. In October 
1955, 2 T-2’s and 4 Libertys were approved for trade out with a new 
25,000 tonner to be built. I believe after a while that was changed to 
32,650 deadweight tons to be under American flag. 
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Mr. Morse. May I interrupt? 

Mr. Drewry. Yes, sir. 

Mr. Morse. My record shows that, pursuant to the revised settle- 
ment of August 12, 1955, and the revised settlement is the settlement 
agreement between the Department of Justice and the Niarchos in- 
terests, pursuant to that revised settlement the Maritime Adminis- 
trator received applications for approval as required by sections 9 
and 37 of the Shipping Act for transfer of the following ships to Li- 
berian registry by the owners indicated: The steamship Mohican, a 
Liberty ; steamship Mohave, a Liberty ; the steamship Ventura, a T-2; 
steamship Ampac California, 1a T-2; Ampac Idaho, a Liberty; and 
the Ampac Nevada, a Liberty. 

Under the settlement of August 12, 1955, the ships outlined above 
are permitted to be transferred to foreign ownership and registry in 
consideration for the construction of 2 new tankers; that is to say, 4 
Liberty dry-cargo ships for 1 new ship, and 2 T-2 tankers for the 
second ship. 

In addition to the new construction and foreign transfer trans- 
actions under the August 12, 1955 settlement agreement as outlined 
above, the Maritime Administration agreed to the following sales and 
transfers by the Niarchos interests subject to an assumption of mort- 
gage contracts with the Maritime Administration, the Ampae Oregon, 
a Liberty; and the Mohawk, a Liberty. 

Mr. Drewry. That is one transaction. 

The Cratrman. Mr. Morse, if I understand you, does the record 
show that under the agreement of the settlement in the dispute with 
the Department of Justice it was agreed at that time that they could 
transfer the ships? 

Mr. Morse. Yes, sir. 

The CuatrMan. Did I misunderstand ? 

Mr. Morse. You understood correctly. 

The CuatrmMan. That is a question I want to raise. Who has the 
authority of this transfer business ? 

Mr. Morse. That proposal was discussed with Maritime and Mari- 
time concurred in it prior to the agreement in the settlement itself. 

The CHatrMan. So that Justice called Maritime in and Maritime 
then, with Justice, agreed to trading out? 

Mr. Morse. That is correct, assuming citizenship was established 
in the new building company. 

The Cuatrman. [I am not going into that. I am just going into 
whether Justice is doing the trading out or Maritime is doing the 
trading out. 

Mr. Morsr. This was done by Justice only with the concurrence of 
Maritime. There was no attempt by Justice, in my opinion, to take 
over transfer foreign. 

The CuHarrman. In the settlement of the dispute they had with 
these parties ? 

Mr. Morse. Correct. They did not attempt to exercise a jurisdiction 
which they do not have under the statute. 
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The Cuatrman. Did Maritime originate the idea of tradeout in the 
settlement of the dispute or who did originate it? 

Mr. Morse. I did not participate in the negotiations. I would as- 
sume that it was originated by the Niarchos interests themselves. 

The Cuamman. Mr. Garmatz. 

Mr. Garmatz. Mr. Morse, what part did the Department of Justice 
play in the contracts or deals with these various shipping companies. 
What part was left to you ? 

Mr. Morse. In the usual transaction, they have absolutely nothing 
to do with it. It is only where citizenship problems are involved and 
these two matters, the Onassis and Niarchos matters, had been referred 
to the Department of Justice so that they had the matter of settling 
these claims or adjudicating these citizenship claims. 

Mr. Garmatz. There is a statement here that the Department of 
Justice permitted Onassis and Niarchos both to do this, that is to 
transfer ships and build new tankers. 

Mr. Morse. That was done in the settlement agreement but as I in- 
dicated, subject to our concurrence before the agreements were con- 
cluded because we were the only ones who could issue a transfer order 
so that they had to get our clearance ahead of time before they could 
sign agreement with Niarchos. 

Mr. Auten. Mr. Morse, did the Niarchos transaction get under con- 
sideration by Justice on their own initiative or was ‘it referred to 
Justice by Maritime or some other agency ? 

Mr. Morse. Maritime referred both the Niarchos and Onassis mat- 
ters to Justice. 

Mr. Aten. In a sense they were acting as your attorneys at that 
phase of the transaction at the instance of Maritime? 

Mr. Morse. Yes, that might be one way of expressing it. 

The Cuamman. All right, Mr. Drewry. 

Mr. Drewry. Mr. Morse, after the first tradeout proposal, that was 
followed as I say in February of 1956 by a proposal to build one 
46,000-ton ship and increase the tonnage to two 25,000 which I presume 
were under construction, or anyway, under contract to a 32,000 ton 
in exchange for approval of the transfer of 5 Panamanian tankers 
to foreign ¢ ownership. 

Then, in September of that year—— 

Mr. Morsr. Let’s talk about the February deal. Let’s get all the 
facts on the record here. 

On February 2, 1956, the Department of Justice and the Niarchos 
interests concluded an agreement relative to the construction of new 
tonnage and the sale of five Panamanian T-2 tankers for transfer 
from Panamanian-flag to Liberian-flag registry and ownership. 

That was a sale by the Department of Justice as a part of the settle- 
ment agreement of these vessels that were already under Panamanian 
flag back to the Niarchos interests. 

In other words, they paid twice for them. As a part of that trans- 
action and Maritime’s concurrence, the transfer from Panamanian- 
flag to Liberian-flag they undertook to build one 46,000-ton tanker of 

16.9 knots speed, plus the increase in the tonnage of the T-2 tankers 
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being constructed for the Abnaki Co. and the Assinboin Co. from 
25,000 deadweight to 32,650 deadweight. 

In other words, the first step was that there were transfers of 2 T-2’s 
and 4 Libertys for the obligation to build two 25,000-ton tankers. The 
next transaction was in February when Justice permitted Niarchos 
interests to repurchase the five AOTC’s, we call them. 

Mr. Drewry. They repurchased from whom, from the Government? 

Mr. Morse. Yes; they were subject to forfeiture proceedings and in 
consideration of the cancellation of those forfeiture proceedings 
Niarchos was permitted to purchase those vessels which were already 
under Panamanian flag. 

Mr. Drewry. From whom did they repurchase them ? 

Mr. Morse. As part of the settlement agreement conducted by the 
Department of Justice. 

Mr. Drewry. Had they been forfeited? 

Mr. Morse. Forfeiture proceedings had not been concluded. I do 
not recall whether they had even been initiated, but I assume that they 
had been initiated, 

They were not in the United States so that the vessels could not have 
been forfeited. 

Mr. Drewry. What I am curious to understand is, from whom they 
purchased them. 

Mr. Morse. Actually they purchased them from themselves. What 
they did was to buy out the forfeiture claim of the Government. 

Mr. Drewry. Now, the next transaction was in September of 1956 
where they came in and asked for approval to transfer two Libertys 
and the transfer of the flag and the ownership of the 46,000-dead- 
weight-ton vessel and the two 32,000- deoibweight- ton vessels that had 
been under construction under step number 2 

In return for that they agreed to build for American flag one 65,000 
deadweight tonnage tanker and one 32,650-ton deadweight tanker. 
That is the first instance that I have heard of where the program of get- 
ting rid of older tonnage in order to build new tonnage begins to pyra- 
mid, including a step to transfer the new tonnage even before it is 
completed. 

That is followed still further by a fourth step in December of 1956 
when the proposal was made, and it has been approved I understand, 
that the 65,000-deadweight-ton tanker and the 32,650-deadweight-ton 
tankers were approved for transfer to foreign flag and ownership 
leaving us at present with only 2 Niarchos vessels under American 
flag and not only having transferred a number of older vessels of 
slower or obsolescent types, but also 4 very modern new vessels before 
they ever had a chance to hit the water. 

Mr. Morse. Before they had even been started on the ways? 

Mr. Drewry. Yes, sir. Now, the Navy Department gave approval 
to that transfer of those new vessels. 

Mr. Morse. I don’t think we even checked with the Navy on those 
new construction contracts being transferred from American flag to 
foreign flag. 
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Mr. ZectenKo. Pardon me, Mr. Drewry. Who had agreed to that 
transfer ? 

Mr. Drewry. Maritime approved the transfer. 

Mr. Zevenxo. I see. 

Mr. Morse. We did check out with the Navy as to the desirability 
of these bigger tankers and the Navy did want these bigger tankers 
built. 

Mr. Drewry. In each step along the line? 

Mr. Morse. Yes. 

Mr. Drewry. They preferred them to the smaller ones. 

The CHarrMan. Before you leave that, sum that up. How many 
ships have been transferred there? And you say only two now remain 
under the American flag in all that transaction ¢ 

Mr. Drewry. They are not in being but there will be only two. 

The CHarrMAN. Tell me how many ships in these transactions just 
enumerated were traded out and what did you get in return for them ? 

Mr. Morse. We transferred out, and I am pretty sure that is 
accurate, a total of 6 Libertys and 2 T-2 tankers. 

The CuairMan. That was in these three transactions / 

Mr. Morse. Yes, sir. 

Mr. Drewry. And all the new ships except two. 

Mr. Morse. If they had come in to us and said, “We want to build 
some new vessels in the United States yards for foreign-flag owner- 
ship and foreign-flag operation,” we would have said, “You can do 
so without any ifs, ands or buts,” so that when we agreed to transfer 
out a contract for new construction I do not feel that we gave them 
any additional ships. 

Mr. Zecenxo. Mr. Counsel, may I ask a question / 

Mr. Morse. Because in addition to getting additional work in the 
shipyards they agreed to build bigger ships for American-flag opera- 
tions. 

The CxHarrmMan. In other words, there are two remaining ships to 
be under the American flag ? 

Mr. Morse. That is correct. 

The Cuairman, And for that you transferred out how many ships? 

Mr. Morse. Eight ships. 

Mr. ZeELENKO. Plus new construction. 

Mr. Morse. I do not agree with you that transferring out that new 
construction is an inducement. I would have given them the new 
construction irrespective of whether they came in and asked for any- 
thing else. 

Mr. ZeteNnKO, I have not expressed an opinion, so I do not see how 
you could disagree with me. 

Mr. Morse. That is a fact. They did get the new contracts trans- 
ferred out. 

The CHarrMAN. Had it been agreed that the new construction 
would be under American flag? 

Mr. Morse. Initially, yes. 

The Cuatrman. Then you permitted it to be transferred out ? 

Mr. Morse. Yes, sir. 
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Mr. Dineeti. Mr. Chairman. 

Mr. Zecenko. Mr. Chairman. 

The CuarrmMan. Mr. Zelenko. 

Mr. ZeLenxo. I think you just indicated that if a foreign-flag com- 
pany had come to you and said, “We want to build vessels in an 
American yard,” you would have no objection to it. 

Mr. Morse. None at all. 

Mr. Zevenxo. All right. But under those circumstances you would 
not permit a trade-out to foreign-flag ; would you ? 

Mr. Morse. Certainly not. 

Mr. Zetenxo. All right. Now let us go to the second step of your 
statement. You said in view of the fact that you would not have 
objected in the first instance to a foreign company coming in and 
building in an American yard, therefore you did not object to this 
company now transferring its new construction to a foreign flag; but 
under this situation this company got the advantage of transferring 
six vessels out ; did they not ¢ 

Mr. Morse. I do not agree with you. 

Mr. Ze_enko. Let us go over the deal again, sir. 

Mr. Morse. I will not agree with you, Mr. Zelenko, because I 
think—— 

Mr. ZELENKO, I have not expressed an opinion yet, Mr. Morse. 

Mr. Morse. Because I think the net result is that if they had come 
to us initally and said, “We want to transfer out these 2 T-2’s and 4 
Liberties against building the 2 tankers” that they ended up with, we 
would have agreed to it. 

Mr. ZELENKO. A foreign company would not come under the law; 
would they ¢ 

Mr. Morse. Against building the two tankers that they end up with 
under American flag¢ We would have agreed to it. 

Mr. ZELENKO. Let me understand this, sir. The deal was that they 
were to build new construction under American flag, and one of the 
considerations was the transfer of these six vessels to foreign flag. 

Mr. Morse. That is correct. 

Mr. ZELENKO. You did that because this was an American company 
meeting citizenship requirements ? 

Mr. Morse. That is right. 

Mr. Zetenko. If this was not an American company you would not 
have permitted trade-out ; would you? 

Mr. Morse. You are absolutely right. 

Mr. Ze_enKko. Now you tell us that in any event just to give work 
to the shipyards that you would have permitted this deal to go through. 
Do you mean with the trade-out ? 

Mr. Morse. No; I said in each instance I have never given trade- 
outs for new construction for foreign-flag operation and ownership. 

Mr. ZevenKo. But I do not follow you, Mr. Morse, in this respect. 
You say that you permitted them to transfer this new construction be- 
cause “if they were a foreign-flag company and wanted to build in 
American yards I would have permitted them to do it. Therefore, I 
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permitted it in this instance,” but in this instance they are supposed 
to be an American company which got the advantage of a trade-out. 

Is there not a difference in your own mind ? 

Mr. Morse. What I said was that if initially they had come in and 
said to us, “We want to build one 100,000-ton tanker and one”—as I re- 
call we ended up with one 100,000-ton tanker and one 46,000-ton tanker 
under American flag—had they come in initially and said, “We want 
to transfer these 6 old American- flag vessels to foreign flag against 
building these 2 new vessels,” I would have agreed to it. 

Mr. ZeLtenko. You say,“Ifthey.” You are talking of an American 
company ? 

Mr. Morse. If the Niarchos Co., which is an American citizen, had 
come in initially and said, “We want these transfers and want to end 
up with these two American-flag tankers,” I would have approved it. 

Mr. ZetenKo. You say the Niarchos Co., which is an American citi- 
zen. You mean one of its companies is a company which is apparently 
American. 

Mr. Morse. I am referring to the trust for Niarchos that was set 
up under the settlement agreement with the Department of Justice. 

Mr. Zectenko. I want to understand this. Is it so that it would 
not have made any difference to you whether or not this was an Amer- 
ican company or not as long as the work was put into the shipyards? 

Mr. Morse. Let us take that in steps. 

Mr. ZeLtEenKo. Is not that what you told us? 

Mr. Morse. If a foreign company wants to build ships in an Amer- 
ican yard for foreign- flag ownership for foreign-flag operation, I 
will approve it. IZfan American company wants to come in and build 
ships for American-flag operation and requests transfer-out of old 
ships, depending upon the circumstances, I will approve that. 

Mr. Zecenko. But will you approve a foreign emnpenty being per- 
mitted to trade out? 

Mr. Morse. I have said “No,” and I do not do so. 

Mr. Zetenko. Did you not indicate that in this very instance you 
permitted it because you said you would have done it anyway? What 
I am trying to get at is this: Part of this deal was to keep these new 
tankers, which we can use for defense under American fl: ag, and before 
they are even finished you permitted them to be transferred to foreign 
flag. 

Mr. Morse. Even before the keels were laid. 

Mr. ZeLteEnKO. Would you give me an explanation, if you can, as 
to what kind of a policy that is, why it is necessary in any event to 
have the new tankers under American flag if they can be trans- 
ferred out before they are built, ships that we can use? 

The CuarrMan. May I interrupt for a minute? 

Mr. Morse, as to new ships under construction, agreed to construct, 
that you permitted to be transferred, was there any transfer of existing 
American-flag ships for the construction of those ships in American 
yards ? 

Mr. Morse. Yes, sir; at the inception, when they contracted to build 
two 25,000-ton tankers, there was an approval in principle of transfer 
of existing American-flag vessels. 
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The Cuairman. And that transaction was completed 4 

Mr. Morse. No. 

The Cuatrman. Did the ships go foreign ? 

Mr. Morse. Some of them, I am sure, hav e gone foreign by now. 

The Cuairman. I just want to get it ‘clear in my mind. Before the 
two 25,000-tonners were built, they came in and ‘said, “Tf you let us 
transfer these 2 out that are proposed to be built we will build 2 
additional ships.” 

Mr. Morse. That is correct. That is the sequence. 

Mr. Zevenko. It is a daisy chain. 

Mr. Morse. What I say 1s that we end up with at least the same 
equivalent utility value in new tankers or bigger or more utility value 
than we started with at the inception of the deal on the contracts which 
were intially negotiated. 

Mr. ZeteNxKo. Will the chairman yield for a minute? 

What you have when you say “utility value,” Mr. Morse, is merely 
paper. You are building two new ships. Before they are built they 
come along and say, “We will build better ships. You get these out 
of the way.” According to the way you have worked out this deal 
logically they can come in next week and say, “Now the new ones that 
we are building we want to transfer out because we are going to give 
you bigger ships all on paper.” 

You have no utility out of it at all. The American flag has not got 
anything out of it; has it? 

Mr. Morse. There are two answers to your comments. One is that 
the vessels transferred foreign are subject to our usual contract re- 
quirements to be made av: ailable to the United States, even the new 
ones. 

Mr. Zetenko. I do not want to go into that on these deals. We 
will take that up later on the availability. 

Mr. Morse. The second point escapes my mind. 

Mr. ZELEN nKO. Mr. Morse. 

The Cuarrman, Just a moment. Let Mr. Morse finish. 

Mr. Morse. Your question assumes that we will go on this way in- 
definitely and never get ships under American flag. 

Mr. ZeteNn«o. Is it not similar to a fellow who is kiting checks? 
I do not mean that your policy is. 

The Cuairman. I want Mr. Morse to have an opportunity now. 

Mr. ZeLtenko. I thought Mr. Morse had finished. 

The Cuatrman. The question has been propounded, Mr. Morse. I 
am going to see that you get an opportunity to have protection here as 
well as other people. 

Mr. Morse. Under this transaction we ended up with contracts 
for 132,000 tons of new vessels for United States flag whereas the 
original transaction prior to this December transaction about which 
we talked would have resulted in 100,000 tons of new United States 
tanker construction. 

The Cuarrman. Have these new tankers, Mr. Morse, been contracted 
for and are they under construction ? 
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Mr. Morse. They have been contracted for and a downpayment 
has been made. 

The Cuarrman. What is the amount? 

Mr. Morse. I do not remember the amount. Probably it is at least 
a million dollars. It seems to me that the objection that Mr. Zelenko 
is raising is more to the question of whether we permit the transfer 
of the old tonnage before the new tonnage is in existence. 

Mr. ZeELeNKo. The witness has addressed a question to me. May 
I make my point clear? 

No. What I am interested in is why you permit these new vessels 
which are supposed to be building under American flag to transfer 
foreign before they are even built and down the ways in exchange for 
a contract to build larger vessels. That is what perturbs me. 

Mr. Morse. I have two answers. As you indicated, they are merely 
paper tankers to begin with, and second you get t additional work in 
the yards plus contracts for bigger and more efficient tankers for 
United States-flag operations. 

Mr. ZeLenKo. I have one more question. When these vessels are 
contracted for under the American flag, the new construction, they 
then get the advantage of coming under the Government-mortgage 
subsidy, the Government guarantees the building; is that right, for 
new construction ? 

Mr. Morse. There is no mortgage insurance on any of these Niarchos 
tankers. 

Mr. ZeLeENKo. Just a moment. When the ships are American 
flag, the new construction for which you permitted the exchange of 
the six ships, would have available to them Federal mortgage in- 
surance; would they not? 

Mr. Morse. If it was requested ; yes, sir. 

Mr. ZeLENKO. Do you know whether any such mortgage insurance 
had been requested on those ships ? 

Mr. Morse. No mortgage insurance has been granted on any of the 
Niarchos tankers. 

Mr. Zetenko. Those that were transferred while building, to the 
Liberian flag? 

Mr. Morse. Correct. 

Mr. ZeLENKO. You say the Government has not granted any mort- 
gage on those vessels? 

Mr. Morse. Correct. 

The CuHarrman. Mr. Robeson. 

Mr. Ropeson. Mr. Morse, the new tankers are constructed in Amer- 
ican yards; are they? 

Mr. Morse. Yes, sir; whether they are for American-flag opera- 
tion or foreign-flag operation. 

Mr. Roseson. One of our purposes is to try to put shipbuilding in 
American yards. 

Mr. Morse. That is certainly one of my purposes and I am sure it 
is also the purpose of the committee. 

Mr. Rozeson. That purpose was accomplished ? 

Mr. Morse. Yes, sir. 

Mr. Dorn. Could I follow that up for just a minute? 
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The Cuatrman. I think we can whip this proposition out. 

Mr. Dorn. Are you preventing me from asking a further question ? 

The CuarrMan. Excuse me. Go ahead. 

Mr. Dorn. I want to clarify something in my mind following up 
what Mr. Zelenko said. So that, what occurred was that instead of 2 
tankers being built in American yards, 4 tankers were built in Amer- 
ican yards. 

Mr. ZeLeENKO. Will the gentleman yield? Contracts for tankers? 

Mr. Morse. Actually more than that. I will supply the number for 
the record in a moment, but there were two contracted for for Amer- 
ican flag and more than two for foreign-flag building. 

Mr. Dorn. Mr. Zelenko said that these were just contracts. Have 
these contracts not, in all of this time, transferred themselves into an 
actuality by the keels being laid and so on or is it still paper? 

Mr. Morse. Some of them are under construction but I cannot 
identify them without checking our records at Maritime as to which 
are under construction; but in all events there is a binding contract 
with a very substantial amount of money paid to the shipbuilder on 
each contract and I am sure the shipbuilder is getting his materials in 
and he is proceeding to comply with his contractual “obligations. 

Mr. Dorn. What substantial amount would that be? Would it be 
million dollars or more? 

Mr. Morse. As I recall the downpayment on each of these vessels is 
over a million dollars. 

Mr. Dinceiy. Counsel, could I ask one or two questions ? 

Mr. Dorn. We are waiting for an answer. These are just inter- 
mediate questions while we wait for the other answer. 

The CuarrMan. Mr. Morse, does that mean that you are deferring 
to construction of tankers that will fly the American flag? 

Mr. Morse. That would be the result; yes, sir. 

The Cuarrman. That is what it looks like. 

Mr. Morse. Yes, sir. That would be the result. 

Mr. Dorn. Before we get off the subject, do you have the answer 
to my original question as to the numbers that that means would be 
built in American yards as a result of that transaction 

Mr. Morse. I want to verify it but it looks to me as though it ends 
up that they will have three tankers for American flag. 

Mr. Dorn. So that there would be a total of five new construction 
in our shipyards, 

Mr. Morse. Yes, sir: two of the tankers have been launched for Li- 
berian flag and 1 will be launched next month for United States flag. 

Mr. SantranceLo. Mr. Chairman. 

Mr. Morse. I stand corrected. Mr. Becker, who is counsel for Ni- 
archos’ interests, says that there is a total of 6 vessels that resulted 
from these transactions, 2 for American flag, and 4 for foreign flag. 

Mr. Dorn. Six new construction in our yards. 

Mr. Santranceto. Mr. Morse, I would like to clarify some things 
inmy mind. If a foreign citizen wanted to build a tanker in one of 
our yards and sail it under the foreign flag you, because of the extra 
work which would be given in the shipyards, would give consent to 
sail under foreign flag; is that correct ? 
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Mr. Morse. Yes, sir; that is one reason. 

Mr. SAnTANGELO. It is a very strong reason. There may be other 
reasons too. If an American citizen wanted to build a tanker in one 
of our yards, would you permit that ship to be transferred out and 
sail under a foreign flag? 

Mr. Morse. Yes, sir. 

Mr. SANTANGELO. You would ? 

Mr. Morse. Certainly. 

Mr. Sanrancerto. And the motivating reason for that is the em- 
ployment that would be given in the shipyards? 

Mr. Morse. Yes, sir, but you are not talking about any induce- 
ments by way of transfer of old vessels. 

Mr. Sanrancero. I am not complicating it with a transfer of old 
ships. I merely want to know if a person who is an American citi- 
zen wanted to build a ship in American yards and wanted to sail 
under foreign flag you would give him permission to sail under for- 
eign flag? 

Mr. Morse. Yes, sir. 

Mr. Santancero. And if a person had an American ship and 
wanted to transfer it to a foreign flag you would not give him per- 
mission in and of itself, would you? 

Mr. Morse. Let us say it is one of the war-built vessels. If it is 
an over ‘age vessel we did not impose new construction. 

Mr. Santancevo. If it is an American ship and there is no other 
inducement to complicate it, whether building or trading out or any- 
thing, and he said, “T want to transfer this ship to foreign registry,’ 
and let us say it is 20 years old, would you give such consent to trans- 
fer to sail under the foreign flag, and if so, what would be the reasons 
for it? 

Mr. Morse. If it is what we call an overage vessel and if the Navy 
Department says that they do not want it for national-defense pur- 
poses we endeavor to get new construction. 

Mr. SanrTancEeLo. What if there is no consideration of new con- 
struction but merely a transfer to sail under foreign flag? 

Mr. Morse. If we are unable to get new construction we will grant 
foreign transfer. 

Mr. Santancero. If there is no construction, either by contract or 
any other reason, and a person wants to transfer an American ship to 
foreign flag, would you give consent if it were 20 years old? 

Mr. Morse. If the Navy says they do not want the vessels for na 
tional-defense purposes the answer is “Yes.” 

Mr. Santrancero. What if it isa 5-year-old tanker ¢ 

Mr. Morse. The answer is “No.” 

Mr. Santancexo. Is there any particular age requirement which 
would make you decide whether you would permit it to go under for- 
eign flag, or is it the decision by the Navy Department. that con- 
trols? 

Mr. Morse. It is fundamentally a matter of whether the vessel has 
become obsolete. If it is 20 vears of age and if Navy says they do not 
want it we consider the vessel obsolete. Let me explore that a little 
more. 


SEO TNS gee RRE 








er 
he 


id 


nd 
al- 


er 
\y- 
Vy 

ns- 
ns 


vy 
ar- 


mn- 
ant 


or 
» to 


na- 


ich 
or- 
On- 


has 
not 
ttle 


| 
| 


REET ee RINNE 


STUDY OF VESSEL TRANSFERS 115 


Mr. Sanrancero. Let me ask you the questions, and I think we can 
explore it just as easily. You rely upon the Navy’s opinion as to 
whether it is obsolete or whether it is useful before you decide? 

Mr. Morsr. No, we rely upon their opinion as to whether it is re- 
quired for national-defense purposes. We make our own determina- 
tion as to whether it is overage or obsolete. 

Mr. Santancero. You rely upon the Navy to determine whether it is 
not usable for national defense / 

Mr. Morse. Correct. 

Mr. Sanranceo. If it is a 2-year-old tanker or ship, you would 
not permit it to be transferred to foreign registry or sail under foreign 
flag? 

Mr. Morse. Correct. 

Mr. Santancevo. If it is under construction or on the ways, you 
would permit it to be transferred over? 

Mr. Morse. We have in a few instances where they were merely 
contractual, paper ships; and more recently we have refused that. 
When I say “more recently,” within the last month or so we have 
refused. 

Mr. SantTANGELO. In some instances you refuse to permit transfer 
while under construction and in other instances you permit it. What 
is the decisive factor in your thinking which permits you to permit 
a person to put it under foreign flag or to refuse to let it go under 
foreign flag 

Mr. Morse. In the one that I referred to most recently we refused it 
because there was a substantial amount of shipyard work in being 
so that there was less desire on our part to encourage additional work 
in the shipyards. 

Mr. Santrancevo. In other words, if you had sufficient work going 
on you would not permit the transfer of the ship which was under 
construction ? 

Mr. Morse. Well, that would be a factor which we would certainly 
consider and also another factor would be whether the proposed ship 
would be as desirable or more desirable for Navy use, or for our own 
use because it is partly a matter of whether the ships that are built 
will be sufficiently efficient that they will be enabled to operate under 
American flag and continue under American flag. 

The Cuarrman. I want Mr Drewry to continue with his questions. 

Mr. Drewry. Mr. Morse, taking again this particular series of 


‘transactions, do you know offhand the dates of the actual transfers 


of the 2 T-2’s and 6 Libertys and, if you do not, could you supply 
them for the record ? 

Mr. Morse. I do not have it here. We will supply it for the record. 

Mr. Drewry. Would you also supply for the record the date when 
the 100,000 tonner and the 82,000 tonner are scheduled for completion 
and presumably to go under American-flag operation ? 

Mr. Morse. I thought I had it here. We will supply that for the 
record. 

The Cuatrman. Approximately when would that be? 

Mr. Morse. Approximately about the end of 1959. 
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The Cuarrman. It will be 2 years. 

Mr. Morse. It takes between 2 and 214 years to build these ships, 
depending upon the timing that you get on your contract, the phasing 
at the shipyard. 

Mr. Drewry. So that if that should be the actual figure that would 
be approximately 4 years from the time the original ships were trans- 
ferred away from the American flag to the time replacement tonnage 
comes along. 

Mr. Morse. I do not think that is at all so. We will supply you 
the actual dates of transfer and the dates when the new ships are sup- 
posed to be delivered. We will let the record speak for itself. 

Mr. Drewry. Are there other similar transactions where there has 
been this climbing up? 

Mr. Morsre. That was done in the Onassis deal, and one other deal. 
Those three are the only ones that I recall, and I think those are the 
only three transactions. 

Mr. Drewry. I have here reference to a transaction involving the 
transfer of a T-3. What is that T-3? I have seen no reference to 
that in your list. 

Mr. Morse. I do not recall the details on the T—3. I would rather 
supply those facts for the record, Mr. Drewry. 

Mr. Drewry. What I had in mind was the fact that we have a policy 
of attempting to retain desirable ships under the United States flag 
in the interests of national defense. In that connection, your policy 
will not permit the transfer of vessels such as the AP-3 Victorys and 
the C-class vessels, and I believe you said that you had turned down 
proposals on the fast T-2’s, and yet there have been these approvals to 
the transfer of much newer, faster, larger vessels, leaving a hiatus in 
point of time of varying le1 1eths, but, nevertheless, considerable length, 
between the time of transfer and the time when replacements come 
along. 

Mr. Zincke just called my attention to a transaction involving Tide- 
water Associated Oil Co. that was similar involving four ships. 

Mr. Morse. ane al Ford just handed me a memo you states 
that on September 5, 1956, Assistant Secretary of the Navy Fogler 
advised as follows vith 1 respect to the trade-out of the T-2 tanker 
Tuscaloosa and the T-3 tanker Sachem: 

It is noted that although the Sachem is a T-3-type tanker, it has poorer speed 
qualities than the T-2 type included in the trade-out-and-build application. 
Therefore, in view of the proposed new construction of a commensurate tonnage 

for United States-flag registry, the Department of the Navy desires to interpose 
no objection, from the viewpoint of national defense, to the transfer, provided 
that the Maritime Administration satisfies itself, as usual, with respect to secu- 
rity aspects involved. 

Mr. Drewry. You mentioned the subject of utility value. 

Mr. Pacnite: Pardon me. I would appreci: ite it if Mr. Morse 
would clarify his answer to your last question. That is, the permis- 
sion to transfer out these newer - faster vessels. I think that was 
the substance of your question. I did not get the answer. 

Mr. Drewry. I was not exactly asking a question, but was sum- 
marizing. 

Mr. ZeELENKO. I thought it was a question. 

I would appreciate a clarification. 
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Mr. Morse. I took it to be a statement from Mr. Drewry rather than 
a question directed to me. 

Mr. Auten. Mr. Chairman, are we going to leave the subject of 
deferred operation now and go to another subject ? 

Mr. Drewry. Yes. 

Mr. AtLEN. May I ask a few questions on that ? 

The CuarrMan. Yes, sir. 

Mr. Auten. Mr. Bonner asked the question as to whether or not in 
agreeing to transfer out these ships under construction you did not 
in effect defer operation of American-flag ships, and you answered 
“Yes. 

On the other hand, if you had not deferred the operation of the 
American-flag ship, would you have lost some consideration that 
enabled you to obtain further work in American shipyards? 

Mr. Morse. We have no assurance that there would have been addi- 
tional contracts for shipyard construction unless we had gone along 
with this proposal. 

Mr. Auten. To put it more specifically, according to the case which 
I think you referred to with the 100,000- and the 32,000-ton deferred 
jobs, in that case could the financial interests involved have equally 
well arranged . buy the last ships in foreign yards ¢ 

Mr. Morse. I do not know the answer specific ally, but it would be 
my view that they would have more difficulty arranging their financing 
if the later deliveries were made for foreign flag. 

Mr. AutLeNn. The point is would they have to build for foreign flag 
in American yards? 

Mr. Morse. Certainly not. 

Mr. ALLEN. In these considerations is there an element of keeping 
our mobilization base both in active shipyard employment and active 
operation on the high seas in some balance ? 

Mr. Morse. Yes, sir, and I would like to enlarge upon that. During 
the period July 1, 1955, to March 15, 1957, there were mobilized trade- 
out-and-build proposals which provided for the construction of 23 new 
tankers including the reconstruction of two tankers in United States 
shipyards for American flag operation, “jumboizing” and conversion 
of five tankers and transfer the foreign ownership and/or registry of 
66 Liberty, Victory, T-2 and T-3 tanker type vessels. 

In other words, we approved the transfer of 66 vessels against 23 
new construction. An analysis of the United States seafaring and 
shipyard employment as affected by this program indicates th: at had 
we not transferred the 66 ships there would have been provided 16,875 
man-years of seafaring employment during the remaining portion of 
the 20- year life of these ships. However , by authorizing their transfer 
in consider: ation of the construction, reconstruction, and “Jumboizing” 
of 28 ships, we assured 22,872 man-years of seafaring employment, 
covering the full 20-year period of the new tankers and the increased 
life of the reconstructed and “jumboized” tankers, plus 18,750 man- 
years of shipyard employment, resulting in a net increase of 24,747 
man-years of employment including both se afaring and shipyard 
employment. 

Mr. SantanceLo. Would the gentleman yield for a question ? 

, Mr. Auten. I would like to ask one more question, Mr. Chairman, 
rst. 
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I presume that you have goals for minimum requirements for mo- 
bilization base both with regard to ship construction employment and 
seafaring employment and, if so, oould you tell us which type of occu- 
pation more nearly meets the requirements ¢ 

Mr. Morse. We have goals in both phases, both fields, and until 
recent months we were substanti: ally further away from reaching the 
goal in the shipyard field than we were in the seafaring field. 

Mr. ALLEN. What is the present situation ? 

Mr. Morse. The present situation is that the ship operators are 
finding difficulty in finding sufficient number of engineers and officers 
to crew these vessels that are now being oper ated under American 
flag. We have approached 13,000 people employed in private ship- 
yards on private ship construction. 

Mr. Dincety. Mr. Chairman ? 

The Cuarrman. Mr. Morse is answering the question. 

Mr. Morse. Our mobilization base is 36,000 and, as I recall from 
some tables I saw very recently, we have about 30,000 employed today 
whereas a year or so ago it was down around six or seven thousand 
employees in the shipyards. 

Mr. Atien. So far as seafaring operations, there are enough ships 
running so that in some categories you have exceeded the labor market ? 

Mr. Morse. That is correct. 

Mr. Santaneewo. Mr. Chairman ? 

The CuarrMan. Excuse me just a minute. 

In your mobilization goals do you have plans to build small tankers 
to replace all these T—2’s and that type tanker that you are trading out ? 

Mr. Morse. In our mobilization base, we have no plans for tankers 
as small asthe T-2’s. They are all larger tankers. 

The Cuarrman. Will these supert: ankers, 100,000, and so forth, be 
able to supply the national-defense fleet and other necessary require- 
ments for oil and so forth in all the ports of the world ? 

Mr. Morse. No, sir; but then there are, as I recall, only 4 or 5 of 
these 100,000-ton tankers under contract, whether for American-flag 
or foreign-flag operations. Most of the tankers that we are building 
here by number are in the 32,000 range. There are a few in the 40,000 
and a handful in the 60,000 range. 

The Cuatmrman. These T-2’s that you are trading out will not be 
necessary for the national defense in case of an emergency ? 

Mr. Morse. Any ship is desirable for national defense. When you 
come right down to needing ships, they use anything that will float, 
but the larger faster tankers that are being built are more desirable for 
national defense than the T-2’s. 

The Cuairman. Mr. Dingell ? 

Mr. Dincevt. Thank you, Mr. Chairman. 

Mr. Morse, I want to express very high personal regards for you 
this morning. I think, perhaps, you might have gained the wrong 
impression from something I said yesterday. I do not want you to get 
that impression, believe me, sir. 

I know that it gets a little unpleasant down there from time to time, 
but I do not want you to misunderstand any of my questions. 

Are not yards all over the world crowded ? 

That is my question now. 

Mr. Morse. The world yards or non-United States yards are exceed- 
ingly crowded. 
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Mr. Dincexv. So that for all intents and purposes it is almost impos- 
sible to get quick construction on vessels in other parts of the world ? 

Mr. Morse. By and large, I would say that that is a true statement. 
There may be individual situations where because of long relations a 
shipyard will give a preferential position to an owner, but, ordinarily, 
the delay factor is a major problem. 

Mr. Dincety. Then it would be also true to say that American yards 
are crowded, are they not, at this time ¢ 

Mr. Morse. For big tankers they are now crowded, on the east coast 
particularly. 

Mr. Dincetxt. There are only certain yards which are qualified to 
handle these big tankers, of course. 

Mr. Morse. How big a tanker do we speak of ? 

Mr. Dincevx. Tankers of the type that the Niarchos interests got on 
this last deal. 

Mr. Morse. One hundred thousand tons ? 

Mr. Dincetu. No; the 25,000 and 30,000 tons that they got. 

Mr. Morse. There are quite a number of yards that could build those. 

Mr. Dincetx. Are they crowded ? 

Mr. Morse. No. 

Mr. Dincety. It would not be that they got preferential treatment 
in yards by arranging this trade-out ? 

Mr. Morse. Let me be perfectly frank. I would say that the Onassis 
and Niarchos and other Greek owners are smarter than the American 
owners. They took advantage of a situation. 

Mr. Dincevy. | agree. I think they have taken substantial advan- 
tage of the situation. 

Let me ask this question: Have they received any advantage under 
the law for construction, and so forth, of this group of tankers which 
they are just constructing and in the process of putting under foreign 
flag now in the way of construction subsidy or mortgage insurance or 
any of the advantages which we give under the law to help American 
construction ¢ 

Mr. Morse. The answer is definitely “No.” 

Mr. Dineets. No advantage has been received at all? 

Mr. Morse. None at all. 

Mr. Dinceti. Yet they are constructing these at substantially over 
the world cost: is that right ? 

Mr. Morse. Yes; that 1s so. 

Mr. Dincett. How much over the world cost is it ? 

Mr. Morse. It will range 3314 to 40 percent. 

Mr. Dineeti. Answer this question, if you will, sir: We talked yes- 
terday about American control of corporations, and we got down to 
the point where we agreed that, I think, 50 percent of the stock does 
not give control, necessarily, to American shareholders. How 
much 

Mr. Morse. Wait a minute. We did not get into agreement on that. 

Mr. Dincett. At least, I became satisfied on that point. I think it 
would be fair to say that having American shareholders of 50 percent 
of the stock in a corporation does not necessarily make it an American 
corporation. Is that a fair statement ? 

Mr. Morse. I think it is a fair statement that it makes it an Ameri- 
can-controlled company. 
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Mr. Dinceww. Let us say that it does not give effective control to 
those who are interested in the welfare of the United States and of 
the American merchant marine. Would that be a fair statement ? 

Mr. Morse. I do not think you can generalize. 

Mr. Drnceti. Let us say it does not necessarily give it. 

Mr. Morse. If one person owning one share did ‘not bother to vote, 
I would assume that the American control did not exist. 

Mr. Drneetx. That is precisely the point. 

Mr. Morse. The same would apply with the foreigner. If one for- 
eigner failed to vote he might not establish foreign control. 

Mr. Drncexu. Let us be a little more concrete, sir. In point of fact, 
corporations are controlled with substantially less than 50 percent of 
the outstanding stock. 

Mr. Morse. In a widely held corporation that may be true. 

Mr. Dineetx. And in rather closely held corporations? 

Mr. Morse. I cannot answer that affirmatively or negatively. 

Mr. Drncett. Now, let us go more specifically to the question of 
these Greek shipowners and get around to Mr. Niarchos. Mr. Niar- 
chos in not an American citizen. 

Mr. Morse. Correct. 

Mr. Dinceti. In point of fact, Mr. Niarchos is a rather sly, shrewd 
shipping operator. 

Mr. Morse. I would say he is shrewd. I would not apply the other 
appellations. I do not know him well enough. 

Mr. Dincett. He is shrewd, let us say. 

Mr. Morse. He is very shrewd. 

Mr. Dincetu. His interests do not comply with those of the United 
States. 

Mr. Morse. That is a matter of opinion. 

Mr. Dinecetu. It is fair to say that his interests are those of Mr. 
Niarchos, and Mr. Niarchos’ interests are to look to Mr. Niarchos’ 
interests ¢ 

Mr. Morse. When I do something I look to Mr. Morse’s interests. 

Mr. Drncexu. In your present position you are to look to the in- 
terests of the United States. That is the point I make. Niarchos 
and Onassis control corporations which are supposedly American 
corporations within the meaning of the regulation and policy of your 
department and also within the meaning ‘of the laws of the United 
States, is that right ? 

Mr. Morse. I do not know that that is a fact. 

Mr. Dincewi. Is not Niarchos constructing, with construction sub- 
sidy, this 100,000-ton vessel in American yards? Is that not true? 

Mr. Morse. No; that is not the fact. 

Mr. Drincetu. Is he not going to operate this under the American 
flag ? 

Mr. Morse. He is not. 

Mr. Dincetz. This 100,000-tonner is not going to be operated under 
the American flag? 

Mr. Morse. The ship is being built for the trust set up in the United 
States for his American-born children. 

Mr. ZeLENKO. That is Onassis or Niarchos ? 

Mr. Morse. Both. 


Mr. Ze_enko. Both are doing the same thing? 
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Mr. Morse. Yes. 

Mr. Dincett. You mentioned something about trusts in the regu- 
lations or statutes where the policy was not to permit trade-out where 
there was a trust. I have forgotten where you mentioned it earlier. 

Mr. Morse. That goes into this question of citizenship and how are 
we able to determine that there may not be a section 2 violation, no 
matter how complete an investigation we make. We cannot establish 

that there may not be secret cutnelendiaians| is what I was getting at. 

Mr. Drneatt. Do you have reason to believe that there are any or 
are no secret understandings in the case of any of these trusts? 

Mr. Morse. I have reason to believe that there would not be because 
they have just gone through the wringer and I believe that they, as 
well as the Department of Justice, would bend backward to see that 
there would be no understanding. 

The Cuatrman. I have stated in the beginning that I wanted the 
counsel to get some question in here on the policy of trade-out. That 
is what I want to establish here in the record this morning. 

Mr. Garmatz. 

Mr. Garmatz. This question is on the trade-out. I understand 
you have been criticized about the lost man-hours in this build and 
trade in. 

Mr. Morse. I would not put it as criticism, Mr. Garmatz. I think 
it isa fair inquiry. 

Mr. Garmatz. I say you have been criticized but according to this 
statement you show an increase of employments between the seamen 
and shipy ard worker in the overall picture, is that correct ? 

Mr. Morse. That is correct. 

Mr. GarmMatz, You have two charts in the statement showing how 
the ships that were traded out were owned, and the new construction, 
and how you arrive at your increase of 22,747 man-hours. 

With no objection, I would like to have that chart put in the record 
at this point. 

The CuarrmMan. It may be put in the record at this point. 

(The information referred to follows:) 


COMPARATIVE EMPLOYMENT TRADE-OUT-AND-BUILD PROGRAM, JULY 1, 1955— 
MARCH 15, 1957 


During the period July 1, 1955, to March 15, 1957, there were formalized 
“trade-out-and-build” proposals which provided for the construction of 23 new 
tankers, including the reconstruction of 2 tankers, in United States shipyards 
for American-flag operation, “jumboizing’” and conversion of 5 tankers, and 
transfer to foreign ownership and/or registry of 66 Liberty, Victory, and T-2 
and T-3 tanker-type vessels. An analysis of the United States seafaring and 
shipyard employment as affected by this program indicates that— 

(a) had we not transferred the 66 ships, there would have been provided 
16,875 man-years of seafaring employment during the remaining portion of 
the 20-year lives of these ships; 

(b) however, by authorizing their transfer in consideration of the con- 
struction, reconstruction, and “jumboizing”’ of 28 ships, we assured 22,872 
man-years of seafaring employment covering the full 20-year period of the 
new tankers and the increased life of the reconstructed and “jumboized” 
tankers, plus 18,750 man-years of shipyard employment ; 

(c) resulting in a net increase of 24,747 man-years of employment, in- 
cluding both seafaring and shipyard employment. 








122 STUDY OF VESSEL TRANSFERS 





Ships traded out! | | New ships to be 
constructed 2 NY 
| Net 

| | Num- | | increase, 
Company | | ber of | Man- | man-years 

| Num- |} Man-years; ships | Man-years| years | of employ- 

| ber of | seafaring | | seafaring | ship- | ment 

ships | employ- | | employ- | yard | 

| |} ment | |} ment jemploy- 

| | } ment | 

Assiniboin Co., Inc., and Abnaki Co. | | 

(Niarchos settlement) ‘ 6 | 1, 425 | 2 1, 720 1, 400 1, 695 
J. M. Carras, Inc | 2 574 | 1 820 580 | 826 
United Tankers Corp....--.--- cau 4 | 1, 107 | 2 1, 640 1, 200 | 1, 733 
Esso Shipping Co ¢ ‘ | 5 | 1, 312 | 2 1,760 | 1,600 | 2, 048 
United Vintner Lines, Inc_- 2 | 407 1 800 450 843 
Chas. Kurz & Co... 2 | 492 2 1,640 | 1,300! 2, 448 
Paragon Oil Co., Ine  & 492 1 | 860 | 700 1, 068 
Metro Petroleum Corp 1 | 246 1 860 | 700 | 1, 314 
Soecony Mobil Oil Co Si aie | 2 451 1 860 650 1,059 
Red Hills Corp : 2 518 1 3615 | 370 467 
Niarchos proposal, No. 3-- 44 370 | 1 1,120 | 1,200 | 1, 950 
American Tramp Steamship Corp. 

(Tankers & Tramps, Inc.) _. 2 | 574 1 900 | 750 | 1, 076 
American Foreign Steamship Corp 4 999 1 860 700 561 
Ocean Transportation Co., Inc 2 481 1 900 | 750 | 1, 169 
Overseas Navigation Corp. (Albatross | } | 

Tanker Corp.) .- 4 | 1, 036 1 860} 700} 524 
Ocean Shipping & Trading Corp. (Trans- | | | 

eastern Shipping Corp.) 3 | 1, 104 1 1, 040 900 | 836 
United States Petroleum Carriers 14 | 3, 928 3 3, 280 3, 500 2, 852 

Total__....... | 61] 15,516] 23] 20,535 | 17,450 | 22, 469 
“Jumboizing’’ program: ° | 
American Oil Co .- ‘ | 2 | 656 | 3 | 1, 435 | 780 | 1, 559 
Metro Petroleum Shipping Co 2 | 481 | 1 |} 451 260 | 230 
The University of Chicago... 1 | 222 1 451 260 489 
Total. _- “ a ‘ . r 5 1, 359 5 2, 337 1, 300 | 2, 278 
New ships_. 4 ; os = 61 | 15, 516 | 23 20, 535 | 17, 450 | 22, 469 
“Jumboizing” program._...........__-.. 5 | 1, 359 | 5 2, 337 1, 300 | 2, 278 
Grand total_.....- Fee dena anens : 66 | 16, 875 28 22,872 | 18, 750 | 24, 747 


1 Based on remaining portion of life of each ship (20 years). 
2 Based on 20 years operating life. 

3 Based on 15 years operating life. 

4 Includes 2 incomplete hulls. 

5 5 years added to rated normal operating life of each ship. 


Mr. Garmatz. That is an increase in earning opportunities instead 
of a decrease. 

Mr. ZeLeNko. Would the chairman reserve the right to question 
on that at some future time ? 

The CuHarrmMan. Yes. 

Mr. SantTanGeLo. Mr. Chairman, may I ask two questions of Mr. 
Morse apropos of this? Mr. Morse said he traded out 66 ships in re- 
turn for contracts to build 23. I would like to know how many of 
those 23 ships were built. 

Mr. Morse. We will give you a report for the record showing the 
current status on new construction. 

Mr. SanTanceLo. Have any ships been built? 

Mr. Morse. Yes. 

Mr. SANTANGELO. About how many have been built ? 
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Mr. Morse. I just cannot answer offhand but they are all either 
built or building, I am sure. 

Mr. SanTanceLo. Of those 23 ships built, are they sailing under 
foreign flag or are some sailing under the American flag and how many 
are under the foreign flag? I would like the answers to those 
questions. 

Mr. Morse. We will supply that, but they will all be American flag. 

The CHarrman. When you get that, please read it in this hearing. 
This hearing will continue. 

(The information referred to follows:) 
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RECAPITULATION 








| 
New tankers Jumboized Tankers 
Status -_, edt ee cris i 14 ae 
| Trade-out | Trade-out | Trade-out Trade-out 
| guthenti- | pending | authenti- pending 
| cated | cated 
| x | i ea rl > 
| | | 
Delivered ___-.-- pee aay 0 | 0 0 | 0 
Launched ..---- d ee al 2) 0 0 | 0 
did... cnc apenbinmcntapameannenaent = 2 | 0 1 
Prefabrication......___- cokukes Cie ce 3 | 3 | ee 3 
No construction ! see nem anal 11 | 24 4 | 5 
Total - - Jirmiancnnansusicusgieudionadns 23 | 29 5} 10 


1This covers work done within the 3-month owtil prior to keel laying. 


Mr. Drewry. Mr. Morse, could you furnish for the record your 
correspondence with the Navy Department on these several trans- 
actions that we have just been discussing ! 

Mr. Morse. You are referring specifically to Onassis and Niarchos? 

Mr. Drewry. We are referring to the Niarchos transactions. All 
I am interested in is your correspondence with the Navy on the four 
successive transactions. 

Mr. Morse. We will supply whatever correspondence we had with 
the Navy on the Niarchos transaction. 

(The information referred to follows :) 

The Navy Department was not formally requested as to its views with respect 
to any of the Niarchos “trade-out-and-build” proposals, as they involved the 
transfer of Liberty dry-cargo vessels and T—2 tankers. The Maritime Administra- 
tion had, in connection with the general policy of “trade-out-and-build” proposals, 
obtained Navy Department views with respect to the release from the United 
States flag of Liberty dry-cargo vessels in exchange for new construction for 
United States-flag operation. In connection with an earlier approval of a “trade- 
out-and-build” application, the Department of the Navy had advised the Maritime 
Administration that the transfer of T—2 tankers to foreign ownership and registry 
is not contrary to the interest of the United States from the standpoint of 
national defense, provided equivalent American-flag tonnage is constructed and 
satisfactory assurance is given that the T-—2 tanker vessels transferred will be 
made available to the United States, if and when required. 

Mr. Drewry. On this subject of equivalent utility, what is your 
standard for that? Is that purely commercial utility or do the a ton 
aspects of it enter into it ? 

Mr. Morse. From our point of view we have a speed-tonnage for- 
mula to determine its commercial utility. I am sure the Navy looks at 
it solely from their approach, which would be defense value. 

Mr. Drewry. But they have an opportunity too and if there were 
a difference presumably there would be some compromise before you 
approved. 

Mr. Morss. I assume they would disapprove the transaction if it 
were not agreeable to accept it. 

Mr. Drewry. Perhaps you have already answered this, but I would 
like to read it into the record. This is the memorandum entitled 
“Ocean Shipping to Support the Defense of the United States,” pre- 

pared by the Marad-Navy Planning Group, December 19, 1955, with 
an accompanying letter of May 22, 1956 from R. H. Fogler, Assistant 
Secretary of the Navy, in which it sets forth the characteristics that 
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are desired for the various types of vessels that are needed in the 
minimum mobilization base, that is the nonclassified category. 

Under the heading of tankers it reads: 

The recommended general characteristics of tankers most suitable for military 
purposes are 25,000 DWT, capable of carrying several types of petroleum products. 
The limiting maximum draft should be 32 feet. Tankers of larger DWT capacity 
can be utilized to a limited extent but it is not recommended that the entire 
replacement of existing tanker tonnage be confined to the so-called supertankers 
of capacity greatly exceeding 25,000 DWT because their use, in the majority of 
ports, is limited by their size, draft, and maneuverability. 

Is that still the basic stand of the Department ? 

Mr. Morse. Yes, sir. 

Mr. Drewry. With the exception of the 2 or 3 or 4 100,000-tonners, 
do you feel that this program is ¢ arry ing along within the reasonable 
limits of the 25,000 tons specified here as to draft and so forth? 

Mr. Morse. Within the reasonable limits of that recommendation ; 
yes, sir. 

Mr. Drewry. How many 25,000-ton tankers are being built ? 

Mr. Morse. I think the best thing for us to do w ould be to supply 
for the record a press release dated March 1, 1957, which identifies ail 
the tankers under contract as of March 1, 1957. There is a list. 

The CuHarrman. Run over them, Mr. Morse. How many are there? 

Mr. Morse. 108 are under contract. Those are either approvals 
which have been formalized or approvals in principle, so that some of 
those may not materialize; but in this material which I supplied to you 
the Review of Vessel Transfer Activities, on page 28 it is stated: 

The formalized approvals include plans for the construction of 1 tanker 
of 100,000 deadweight tons, 4 46,000-ton tankers, 10 from 32,000 to 38,000 tons, and 
6 from 25,000 to 29,000 tons. 

Mr. Drewry. That is 6 out of 123 

The CHaAtrmMaAn. That totals what? 

Mr. Morse. 21 of those are listed and 6 are in the 25,000 to 29,000 
tons; 10 from 32,000 to 38,000 tons. 

Mr. Drewry. One reason I asked the question of equivalent utility 
is that in the Niarchos case there are some 10 vessels, I believe, that 
are smaller than those that are being transferred. 

Mr. Morse. Niarchos, no. There were not that many transferred. 
There are some already under Panamanian flag. I assume you are 
including those. 

Mr. Drewry. No,sir. I do not think I was. 

Mr. Morse. As I recall, 8 were transferred; 6 were Libertys and 2 
were T—2’s. 

Mr. Drewry. That is correct; 8 were transferred and we wound up 
with 2 very large units. Is there any feeling in the Department of 
Defense that they have expressed to you of reluctance to carry all 
their eggs in one basket in this particular instance ? 

Mr. Morse. They approved them. Admiral Ford would like to 
make a comment on that specific question. 

Mr. Forp. I think that the statement you read in the Marad-Navy 
report reflects the thinking as it existed at the time the charter-and- 
build and the trade-in-and-build programs were initiated and at that 
particular time the ships being built to 25,000 tons were the so-called 
supertankers. I think that most of the operators are finding that 
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25,000 ton tankers are not the efficient type tankers even for the 
coastwise trade. They have been superseded by the 32,000 and the 
38,000 tonners which are able to get in practically all of the ports 
where they operate. 

Therefore, I think that you would have to say that to all intents 
and purposes the slightly larger tankers, the 32,000 and 38,000 are 
satisfactory to meet the defense requirements for the smaller tankers. 

Mr. Drewry. I raise these questions because I noticed that one of 
the standards or considerations that you take up in these transfers is 
whether the vessel sought to be transferred is required to aid in the 
national defense and it goes on: 

If a particular vessel is of such importance to our military requirements that 
it might serve as a defense auxiliary in time of emergency and the Navy so 
advises, no transfer would be allowed. 

Mr. Forp. I might add to that statement that since the charter-and- 
build law was enacted that the Navy has found that they were unable 
to get any ships under that law to operate and none was built and 
they have now gone into a long-term charter program wherein they 
are chartering ships for Navy use up to 65,000 tons. 

The Cuatrman. What was the motivating reason for transferring 
these tankers in this case from Panamanian to Liberian flag? 

Mr. Morse. I have no idea what the reason was as far as Mr. 
Niarchos was concerned. It was immaterial from our point of view 
whether they were under Liberian or under Panamanian flag. We 
had the same degree of control in either event. 

Mr. Zetenxo. Will the chairman inquire of Mr. Morse when he 
talks of what Mr. Niarchos had in mind whether these deals were 
with Mr. Niarchos in person or American citizens supposedly repre- 
senting him. I am very interested in that because Mr. Morse has 
mentioned Mr. Niarchos a number of times. These are supposedly 
American companies, I think. 

Mr. Morse. The forfeiture proceedings were premised upon the 
basis that they were not American companies. It depends upon which 
group we are talking about. If you are talking about the older 
vessels, the forfeiture proceedings were initiated presumably, of 
course, on the basis that they were not section 2 American citizens. 

Now specifically, if you ask me whether I have ever met Mr. Niar- 
chos, he came into the office once or twice but ordinarily our negotia- 
tions were with Mr. Walter Saunders. / 

Mr. Ze.enko. When we talk of Niarchos, Mr. Morse, are we talking 
of him personally in the sense that he controls or owns the operations 
which are building in American yards, or people purporting to repre- 
sent him? 

Mr. Morse. Ordinarily our discussions were with Walter Saunders, 
who is the United States representative for the existing foreign-flag 
Niarchos interests. 

The Cuarrman. Mr. Morse, who came in and asked for the transfer 
from Panamanian to Liberian flag? 

Mr. Morsr. That, as I recall, was part of the settlement agreement. 
At that stage of the game some attorney was representing Mr. 
Niarchos, and there have been a number, and I do not recall which 
was the individual one. 

The CuarrmMan. That was the Justice settlement. 
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Mr. Morse. That, I believe, was included as part of the Justice 
settlement. 

Mr. CuarrMan. Maritime asked for no explanation as to why they 
desired to transfer ? 

Mr. Morse. Not as I recall. 

The CHarrman. There would be no interest in Maritime as to 
whether it was in Panamanian or Liberian flag ¢ 

Mr. Morse. None. It would be the same difference to us. 

The CuHatrMan. Go ahead, Mr. Drewry. : 

Mr. Drewry. Mr. Morse, continuing on that No. 1 criterion, there 
is a statement: 

However, there may be instances where transfer to friendly nations for the 
purpose of strengthening their defenses against attack by an aggressor nation 
might under current world conditions be of direct aid to our defense require- 
ments. 

How does that apply to the transfers under sections 9 and 37? 

Mr. Morse. I cannot recall that there have been any transfers 
effected where that has been a factor. 

Mr. Drewry. That is not meant to cover the case of Liberia. We 
are not strengthening Liberia’s or Panama’s defenses because Liberia, 
[ think, did get two Coast Guard cutters recently which are its sole 
navy to the best of my knowledge. 

Mr. Morse. No. 

Mr. Drewry. Can you outline for us the development of this con- 
cept of effective United States control, and I am thinking now of 
something more than purely the question of stock ownership? | 

Mr. Morse. What. factors we consider establish effective United 
States control ? 

Mr. Drewry. Yes. 

Mr. Morse. Stock ownership is one. Majority of American share- 
holders and American directors is the second. The forfeiture pro- 
ceedings in the event of a violation of our contractual commitments 
with the transferee, the penalty provisions in the contracts, the fact 
that these countries are members of NATO so that the vessels are 
available in our defense requirements in the event of war involving 
the NATO countries. 

Mr. Drewry. Liberia and Panama are not NATO countries, are 
they ? 

Mr. Morse. No, but they are pretty well affected by the United 
States foreign policy and have been friendly countries and have made 
their ships available to us in past wars. These two countries have 
agreed to these conditions being attached. 

Mr. Drewry. Are there treaty arrangements ? 

Mr. Morsg. It is not a treaty arrangement, I am sure, but at most 
it would be an informal letter of concurrence. It seems to me that 
the major reasons that there is effective United States control are 
two: One is the effectiveness of the United States Navy and secondly, 
the Ship Warrants Act, which is a stranglehold on all vessels whether 
American flag or foreign flag, if they ever want to have any services 
or bunkering, insurance or what have you, in a wartime situation. 

Mr. Drewry. Is the Ship Warrants Act in being ? 

Mr. Morse. I cannot recall whether it has terminated now or not 
but we urged the last Congress, and I think a bill is in again, to re- 
instate it on a standby basis. 
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Mr. Drewry. It has not gone through this committee yet. 

Mr. Morse. I am not assuming from that, Mr. Counsel, that this 
committee would disapprove a Ship Warrants Act if it were pro- 
posed. I think it is a very healthy standby piece of legislation. 

Mr. Drewry. That comes into being under what circumstances, as- 
suming that the bill is passed in the form in which it is introduced ? 

Mr. Morse. In any emergency primarily relating to a war situation. 

Mr. Drewrr. It would be a war situation primarily 2 

Mr. Morsr. Yes. 

(The Maritime Administration furnished the following in- 
formation :) 

We do not at present have ship-warrants legislation. In letters dated January 
24, 1957, the Secretary of Commerce sent to the Speaker of the House of Repre- 
sentatives and to the President of the Senate copies of a proposed bill which 
would provide standby ship-warrants legislation, together with a statement of 
purpose and need for such legislation. The proposed bill was introduced in the 
House of Representatives by Mr. Bonner, chairman of the Merchant Marine 
and Fisheries Committee, as H. R. 4089, and was introduced in the Senate by 
Senator Magnuson, chairman of the Committee on Interstate and Foreign 
Commerce, as S. 1029. 

The Subcommittee on Merchant Marine and Fisheries of the Senate Interstate 
and Foreign Commerce Committee has scheduled hearings on 8S. 1029 for April 
9, 10, and 11, 1957. 

We have not as yet been notified of any hearings on the measure by the 
House Merchant Marine and Fisheries Committee. 

Mr. Drewry. What is the position of the Department of Defense 
with regard to the effectiveness of these controls and have they other 
standards? Is there feeling that in the cases of Panama, Liberia, 
and Honduras, 2 of them ‘being nearby and all 3 being friendly 
and small and the United States Navy being large, that that is suffi- 
cient to assure that there would be no assertions of sovereignty over 
the vessels that fly the flags of those small countries ? 

Mr. Morse. Well. I cannot speak for the Defense Department, but 
it is my understanding that they do feel that there is an effective con- 
trol of the vessels under those flags where there is American control 
and these conditions that we attach on the transfers. 

Mr. Lennon. Mr. Counsel, I have listened with some amazement. 

First, Mr. Morse said that the countries needed to be in NATO and 
then agreed with the counsel when he said these three were not. 

Mr. Morse. They are United States controlled vessels. We have 
control over the American citizens. We have a majority of Ameri- 
can citizenship requirement on the board of directors. 

Mr. Dincett. Would the gentleman yield at that point? 

Let me ask you one question. We talked about the majority con- 
trol on the board of directors. If a man can control the corporation 
with a majority of American stockholders, he can also arrange to have 
the majority of directors appointed subservient to his will whether 
they be American citizens or not; is that not a fact? 

Mr. Morse. That is a possibility, certainly. 

Mr. Drncetu. It is very definitely a possibility; is it not ? 

Mr. Morse. I agree with you that it is a possibility. 

Mr. Drvcern. But you meant it is a very strong possibility in the 
world of finance which is a rather complex operation at best. Am 
I right? 

Mr. Morse. Well, we are talking about effective United States con- 
trol in the event of an emergency situation and I am not willing to 
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agree with you that a subservient American citizen would vote against 
the best interests of the country. 

Mr. Drncxut. I made no such statement. I will ask the reporter 
to read what I said a while back. Would you read that back? 

Mr. Morse. The only time we are interested in effective United 
States control is in the event of national emergency so that I think 
that if there is a majority of American directorate, I think we have 
effective United States control of the company. 

Mr. Drincetu. I want you to listen to what the reporter is going 
to read back to you, if you will. 

(The pending question was read by the reporter.) 

Mr. Dincetxt. You answered “Yes” ? 

Mr. Morser. Certainly, that is possible. 

Mr. Dincety. Thank you very much. 

Mr. Morse. Then again, I repeat that I do not concur that their 
being subservient to his will for financial matters, makes them sub- 
servient to his will at times of national emergency when the avail- 
ability is an important factor. 

Mr. Dincetx. I made no such statement or assumption. We are not 
talking about that now. We are talking about the present situation. 
I have nothing further. I do not have a fair answer to my question. 

Mr. Lennon. I do not want to prolong something which is not of 
great importance since you say it would be control only in time of 
emergency, but if I understand your answer correctly, it is that the 
only actual control you have is the appeal to the patriotism of these 
people who serve on these boards; is that it? 

Mr. Morse. In time of war? 

Mr. Lennon. Yes. 

Mr. Morse. No, sir. 

Mr. Lennon. Could you spell out how it does happen ? 

Mr. Morse. We have the contract to show authorities which impose 
penalties as well as the possibility of forfeiture if they do not live up 
to their contractual commitments to us. I am sure we will have avail- 
able again in the next war, if we get into one the Ship Warrants Act 
provisions which were available in Word War II and they are very 
effective. 

Mr. Curtin. May I ask one question, Mr. Chairman? 

The CHatrrMan. Yes. 

Mr. Curtin. Mr. Morse, what supervision does the Commission 
have over stock transfers in these corporations? In other words, there 
may be a majority of ownership by American citizens one day and 
how do you know if that stock is transferred out of that American 
citizenship at any time? 

Mr. Morse. We regularly get requests from these foreign owners 
where they wish to make a transfer of stock to obtain our concurrence. 
Now, as to whether we in fact, police the activities of every corpora- 
tion, we do not do that but we do have their contractual obligations 
that, they must advise us ahead of time of what their intentions are and 
get our concurrence. 

Mr. Curtin. That is for transfer of stock between stockholders? 

Mr. Mors. Yes, sir. 

Mr. Curttn. Is there a periodic report to the Commission of such 
transfers ? 
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Mr. Morse. No. 

Mr. Curtin. There is not! 

Mr. Morss. There is no periodic report. 

The Cuarrman. Have you finished ? 

Mr. Curtin. | am finished. 

The Cuatrman. Mr. Drewry? 

Mr. Drewry. Mr. Morse, I notice that in this statement of last year 
of the joint Navy-Marad planning group that they state that the num- 
bers and categories of vessels needed in the active operating United 
States merchant marine, including those foreign-flag ships considered 
to be under effective United States control and exclusive of those mer- 
chant-type ships in Navy custody, and we have already brought out 
that effective United States control means foreign flag and in many 
cases foreign ownership, a note is appended here whic h si Lys: 

Ships deemed to be under “effective United States control” consist of certain 
ships owned by United States citizens and registered under the flags of Panama, 
Honduras, Liberia, and Venezuela. 

In your statement Venezuela is not mentioned and somewhere else— 
and I do not remember just where it is right now—vessels under the 
flag of the Philippines are considered to be under effective United 
States control. 

Is there somewhere a definite agreement as to which countries are 
in that category and if one of them loses its status, as an effective 
United States control flag, then what happens to the ships that may 
be operating under that flag? 

Mr. Morse. Venezuela was not mentioned here primarily because of 
either inadvertence or the fact that there are so few vessels under 
Venezuela flag. What would happen if one of these countries should 
no longer be considered a friendly country is that I guess the vessels 
would no longer be considered as being readily available to the United 
States. 

Mr. Drewry. So that then you have lost what you have attempted 
to accomplish, to have the ships without having them under American 
flac. 

Mr. Morse. That would be in part so just as if for an extreme 
example England were to back an enemy of ours their vessels would 
not be available in the overall effort either. 

Mr. Drewry. But you do not consider ships under the English flag 
as being under effective United States control. 

Mr. Morse. No; but I do consider that they are available in the 
overall war effort if England and the United States are engaged in a 
war. We would of course still have the availability of the Ship War- 
rants Act even if Venezuela for example were no longer to be friendly 
to us. 

Mr. Drewry. Another standard to be considered is whether the 
vessel to be transferred would actually continue in operation and then 
the note goes on to comment. that the owner cannot be compelled to 
continue in the shipping business and would not be inclined to do so 
particularly when cargo is in short supply and trades are overton- 
naged. If he operates at a loss he may prefer to lay the vessel up or 
even scrap it and salvage whatever may be available. If authority to 
transfer under such circumstances should be refused that is no assur- 
ance that the vessel may continue to be in operation. 








x 
‘ 
' 
: 


epee = 


STUDY OF VESSEL TRANSFERS 133 


Nobody can quarrel with that, but there are alternatives in the 
shipping Letra if you are trying to build up an American-flag fleet, 
namely the trade-in. 

Mr. Mors. That of course assumed that they are financially able 
to go ahead with the trade-in and assuming they can build. We 
are assuming that the alternative is trade-in or trade-out as against 
new construction. Of course there is a financial advantage to the 
owner of an American-flag vessel to get a trade-out rather than a 
trade-in because, even assuming that we were to pay the same price 
on a trade-in that it would bring if it were on a trade-out, operating 
the vessel under foreign flag he would have the adv antage of its earn- 
ings under foreign flag if he retains ownership or control which he 
would not have if the vessel were traded in. 

Mr. Drewry. That also assumes that as far as the United States is 
concerned, it is approximately as well off or as well off by having the 
vessel under some other flag than in the defense reserve 

Mr. Morse. Well, I think it’s my impression anyway that an operat- 
ing _— is more re adily av: ailable to the United States than a laid- 
up vessel even though it is under foreign flag, assuming our belief of 

effec ‘tive United States control is correct. 

Mr. Drewry. In the Suez crisis was any effort made to direct these 
foreign-flag ships that are under effective United States control as to 
what their movements should be to stay out of the war zone or to 
divert by such and such a place instead of going somewhere else ? 

Mr. Morse. I do not believe so. 

Mr. Drewry. There was an American effective-control ship that was 
caught in the closure of the canal I believe, The Statue of Liberty. 

Mr. Morsz. Yes, sir. 

Mr. Drewry. Do you know the circumstances of that as to whether 
there was any warning issued by the Navy or Maritime to stay away 
from there or whether it was caught before a warning was issued ? 

Mr. Morse. They inquired of us our views as to whether they 
should attempt to transit the canal and we recommended to them that 
they donot doso. They were free to exercise their own best judgment 

they undertook to run the risk and were caught. 

In that connection we suggested to them also that they contact the 
naval officer in command at the Mediterranean end of the canal and 
get his views as to whether the tanker should or should not attempt to 
transit the canal. Whether they did so, I do not know. There was 
no attempt to direct them not to go there. 

Mr. Drewry. Is it not part of the conc ept of effective control that 
we did not have to wait for all-out war for the effective control to be 
effective, or do we? 

Mr. Morsr. I do not think we would have to await all-out war. 

Mr. Drewry. Because these days there seem to be a lot of situations 
considerably short of all-out war. Since most of the American 
merchant marine in the tanker business is under foreign flag and they 
would be the ones mostly using, let us say, the Suez Canal, in a hypo- 
thetical case, would our Navy be able to move in to protect or convo 
the ships if the situation warranted it with shooting back and fort 
between the Israelis and the Arabs? 

Mr. Morsr. You are asking the wrong individual. 

Mr. Drewry. Mr. Dulles had an extensive press conference some- 
time back reported in the New York Times of Wednesday, February 
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20, in which that question came up, or the related question. Here is 
the question and answer: 
Question. Mr. Secretary, you keep emphasizing a ship of American registry 


in this Aquaba matter. Isn’t it a contention of the Israelis that they want a ship 


of Israeli registry? If we do get an American ship through what good does 
that do the Israelis? 


And the Secretary’s answer was: 


Well, in the first place, it might do them quite a bit of good. In the second 
place, I do not think that the United States, in the absence at least of a treaty 
or congressional action, has authority to use force to defend the rights of ships 


of another registry. 

So that sort of a war situation we are least legally not in a very 
good position to protect through the use of force our control over the 
foreign-flag ships. 

The Cuatrman. In advising this ship not to transmit the isthmus, 
just where did you get your information to advise them not to go in 
there, since nobody else seemed to know much about what was going 
on ¢ 

Mr. Morse. This was just at the time, as I recall, when the Israelis 
were making moves toward attacking Egypt. We checked it out with 
the State Department. 

The CuatrmMan. Had they been informed at that time that this 
movement would be made by England and France ? 

Mr. Morse. Not to the best of my information. 

The CuHarrMan. It is interesting. They must have had some in- 
formation if they advised you to advise the ships that you had under 
this security plan not to go in there, did they not ? 

Mr. Morsr. I do not recall the day-by-day activities as to whether 
the advice that we received from the State Department was before or 
after the invasion. It must have been just about the time of the 
invasion. 

The Cuatrman. Mr. Morse, that was not very effective control, 
was it? 

Mr. Morse. We were not attempting to direct them. They merely 
asked us our recommendation. We gave it to them. 

The Cuartrman. The expression is “under effective control,” that 
you put these ships under the Liberian and other flags? 

Mr. Morse. Yes, sir. 

The CuarrMan. It did not seem to be very effective. 

Mr. Morse. I disagree with you, Mr. Bonner, because we were not 
attempting to control their operation. They merely asked us for 
advice. We gave them our recommendation. 

Mr. Maruiarp. Will the gentleman yield ? 

The CuHammMan. Yes. 

Mr. Maruiarp. Were you making any effort to control ships under 
American flag? 

Mr. Morse. Not at that time, no. 

Mr. Matu1arp. If this had been an American-flag ship which asked 
your advice, they could have disregarded it just as well as the foreign- 
flag ship ? 

Mr. Morse. That is right. 

Mr. Drewry. The fact is that this ship was tied up during the 
critical period when all available tonnage was needed. 

Mr. Morse. That was the result. 
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Mr. Drewry. It could have been bad judgment or anything else, 
but it did result in that. 

Then on the question of American ownership of a vessel under 
foreign flag, certainly there is a measure of control over the citizen 
owner but when that vessel is under the ownership of a foreign cor- 
poration do you not have one less arrow in your quiver or string in 
your bow to hold onto that fellow? What control has the stock- 
holder? What can you do to a Liberian corporation for instance if 
it should transfer the vessel under ownership of a Liberian corpora- 
tion ? 

Mr. Morse. We have the commitment of the majority American 
shareholders, the penalty provisions in that commitment upon which 
we could realize. We have forfeiture proceedings which we could 
initiate if the vessel ever came to a United States port. In not all, 
but in some instances there are surety bonds posted. 

The Cuarrman. Mr. Morse, could you return tomorrow morning? 

Mr. Morse. Surely. 

The Cuarmman. These hearings were all scheduled. It might in- 
convenience some members of the committee, but the witnesses have 
been asked to come down before the committee so that I will ask you 
to return for such questions as the committee desires to ask you fur- 
ther tomorrow, and then we will hear the Department of Justice. 

Mr. ZeLtenKo. May I indicate to the chairman that I will not be 
present tomorrow and I am going to ask Mr. Morse if in the event 
there are some questions which I want to direct to him toward the 
Onassis transaction which I agreed to waive until we were through 
would he be good enough to come back some time ? 

Mr. Morse. I am willing to come back before the committee at any 
time they request. 

Mr. Aten. Mr. Chairman, could we get into the record tomorrow 
appropriately a list of the advantages to American citizens or foreign 
citizens in transferring to the Liberian or Panamanian flag or other 
flags not only from the standpoint of whether or not it is material in 
the trade-out but as to the advantages or disadvantages to which it 
puts American operators in competition ? 

The CHarrman. Could you be prepared to make a statement on 
that, Mr. Morse ? 

Mr. Morse. Yes. 

The Cuatrman. The committee will adjourn until 10 o’clock to- 
morrow morning. 

(Thereupon, at 12:05 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, March 29, 1957.) 
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STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


FRIDAY, MARCH 29, 1957 


Hovss or REPRESENTATIVES, 
ComMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 
The committee met at 10:10 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 
The Cuarrman. The committee will come to order. 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR AND CHAIRMAN, FEDERAL MARITIME BOARD; WALTER C. 
FORD, DEPUTY MARITIME ADMINISTRATOR; AND ELMER E. 
METZ, DEPUTY GENERAL COUNSEL, FEDERAL MARITIME BOARD 
AND MARITIME ADMINISTRATION—Resumed 


The Cuatrman. Mr. Morse, there was a chart here showing the 
speed of the tankers that had been built. Do you have one? 

Mr. Morse. Yes, sir, in this document. 

The CHatrmMan. It showed about 16.3 knots for the tankers. That 
is about what it showed on this chart; is it? 

Mr. Morse. To which chart are you referring ? 

The CHarman. I am referring to these tankers that you are having 
built now in lieu of the traded-out vessels. : 

Mr. Morse. They are all above 16 knots and some of them go up to 
18 knots. 

The CHarrman. Last night I was going over the hearings we have 
had from time to time on replacement of tankers, and the positive 
statement of Secretary Weeks is that— 

The only specification which the Government will require in new tanker con- 
struction is that the new ships be capable of a minimum sustained speed fully 
loaded of 18 knots. 

I looked at the chart and most of them seemed to be from 16 to 17 
knots. I wanted to ask you one question about it. Are these speeds 
for tankers approved by the Navy Department? 

Mr. Morse. Yes, sir. To begin with the testimony of Mr. Weeks 
was referring to the trade-in-and-build legislation. There is no Gov- 
ernment aid being provided in this construction. 

The Cnarrman. The former Administrator, Mr. Rothschild, also 
stated these speeds. 

Then this speed is approved by the Navy and that is the required 
national defense speed. 
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Mr. Morse. Yes, sir. 

The Cuarrman. That is the required national defense speed ? 

Mr. Morse. This is private building for private account without 
any Government aid about which we are talking now, Mr. Bonner. 

The Cuarrman. I do not know whether it is without Government 
aid. That is the reason I want to ask some other questions about this. 

Mr. Morse. Let me finish here. 

The CuarrMan. We will not belabor that point. 

Mr. Morse. I would like to read a draft of the letter from the Navy. 

The Cuarrman. I want to see whether the subsidized operator is 
getting the most aid or whether these operators that now set up these 
foreign companies and trade out these vessels and get all the benefits 
thereby are getting the most aid. That is the point that I want to see. 

Mr. Morse. You appreciate that tankers are not subsidized. 

The CHatrman. I understand, Mr. Morse. I am talking about 
which group of operators is getting the greatest benefit. 

Let me ask you this: I am interested, and I am sure that the com- 
mittee is interested, in having a statement from you showing the total 
dollar value involved in each trade-out, the authorization and the name 
of the company in each instance, and I would like to have other perti- 
nent factors included. Among them is the immediate increase in the 
value of a tanker when it is traded out; the annual dollar saving in 
its operations under foreign flag against operation under an American 
flag. 

Mr. Morse. You 7 asking very difficult questions there. 

The Cuarrman. I do not know whether it is difficult or not, Mr. 
Morse. 

Mr. Morse. The last one would be difficult. We can attempt it. 

The Cuarrman. You know that the American labor on a tanker 
costs so much per day or year and the foreign labor on a tanker costs 
so much per day and then the other things that go with it, such as the 
Coast Guard requirements for American operation manning scale and 
items other than the pay. 

Mr. Morse. Mr. Bonner, I would doubt that we would have the 
foreign tanker operating costs. We have foreign dry-cargo operating 
costs and we may be able to make a study and relate those costs to the 
tanker costs. We can make a fairly close approximation. 

The Crarrman. Would you rather answer this now or let. me sub 
mit it to you and have you put it in the record ? 

Mr. Morse. I could not answer it now anyway. 

The Cuarrman. Then you can answer this question: What is the 
immediate increase in the value by reason of the transfer to a foreign 
flag ? 

Mr. Morse. It is the spread between the restricted foreign value and 
the American value. 

The Cuatrman. What isthat figure in dollars and cents? 

Mr. Morse. It varies from day to day. 

The CuarrmMan. What would it be this week ? 

Mr. Morser. Table 8 in this document Review of Vessel Transfer 
Activities gives that. 

The Cnatrman. Mr. Morse, this is not asked with any spirit of 
criticism, but I just want to know where we are going in this. 

Mr. Morse. I will endeavor to answer your question. The most 
recent figures shown on table 8 would be November to December 1956, 
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which shows for a Liberty, and these are all Liberty vessels, $850,000 
for a sale of the Groton Trails. That would be American-flag oper- 
ation. At the same time or in December the Barranca, which is a free 
foreign flag, was sold foreign for $1,876,000, and in November an 
Ameri ‘an- -controlled foreign-flag sold for $1,350,000, so that for a 
Liberty vessel there was an adv: antage of about $500, 000 for the foreign 
transfer as distinguished from retaining under American flag. 

For a T-2, I think that information does not : appear in these charts, 
but the spread was more than that. As I recall, the spread was in the 
neighborhood of a million and a half dollars. 

The advantage to the owner to transfer the vessel from American 
flag and put it under restricted foreign flag was that amount. 

The Cuatrman. Then there would be a w ay to estimate the annual 
dollar saving in operation of that same vessel under a foreign flag 

ather than under American flag. 

Mr. Morse. Yes; we can make a fairly close approximation. 

The Cuarrman. Then this would be a fair question to ask: When 
they get under foreign flag they just keep operating practically for- 
ever. What would be the estimated life in years of a trade-out vessel 
under a foreign flag? 

Mr. Morse. It would depend entirely on the freight market and 
how much it would be worth their while to go into very extensive 
reconditioning as the vessel gets older. The older vessels lay up and 
if there is a big bulge in the freight market they will pull some of 
them out and operate them again. 

The CHatrman. They do not carry the class requirements that the 
operator would have under the American flag, do they ? 

Mr. Morse. No, sir. 

The CHamman. Then what would be that saving? 

Mr. Morse. Well, we will endeavor to come up with an answer on 
that. I donot know whether we can, Mr. Bonner. 

The CHarrman. What would be the saving in taxes to these com- 
panies about which we have been talking here with all these vessels 
that are now going under foreign flag owned by American-controlled 
companies. 

Mr. Morse. It is my understanding that there is no income tax on 
earnings of vessels under Liberian flag. 

The Cuatrman. There would be under American flag. 

Mr. Morse. Certainly. 

The Cuarrman. What would be the fair estimate of that savings? 

Mr. Morse. Assuming that they made the same earnings, it would 
be 100 percent of the American income tax which would be saved. 

The Cuatmman. Another thing interested me. Why do not any 
of these ships go under the Cuban flag? I see that they all go under 
Panama and Liberia. 

Mr. Morse. I do not know what the laws are in Cuba. 

The Cuarrman. Is it to avoid tax? 

Mr. Morse. Undoubtedly it is in part to avoid tax. 

The CHatrman. Would Cuba be a more secure risk for us than the 
Liberian and Panamanian flag? 

Mr. Morse. I would just be guessing on that. I just do not know, 
Mr. Bonner, but one reason they will continue going to Liberia and 
Panama is that there has been an established practice. They have 
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had dealings with both of those governments so that the tendency 
will be for them to continue to go there rather than to go to some new 
country where they may have problems arise which they have resolved 
with the other countries. 

The Cuatrman. Would it not be fair to ask that these questions 
be answered by these American-controlled companies that have al- 
ready transferred and which are operating now under foreign flag, 
and a copy of their replies supplied for the record and a copy of it 
sent to me? 

Mr. Morse. Surely. 

The CHarrman. Had you rather have the memorandum prepared ? 

Mr. Morse. I would like to have it in memorandum form so that 
we are sure to answer all the questions that you want answered. 

The CHarrman. I will write you a letter then and include these 
things. 

(The information is as follows:) 


ADVANTAGES AND DISADVANTAGES OF TRANSFERRING UNITED STATES SHIPS TO 
FOREIGN FLAG 


Advantages to American owner of Uinted States flag vessel 


1. Increase in market value of the ship. The transfer to foreign flag increases 
the value for trading in the world market. Because of the restrictions imposed 
by the Maritime Administration on the trade-out of the vessel, it does not take 
the world market value, but takes what is termed a “restricted world market 
value,” which is about 10 percent less than the world market value. Such value 
is considerably in excess of the domestic market value, the amount depending on 
market conditions. 

2. Reduced costs of operation, particularly crew wages and working conditions, 
due to lesser standards under foreign flag. The American union contracts are 
also more strict as to crew feeding and type of accommodations. 

3. Ability to operate in worldwide trading. The owner is better able to operate 
between foreign ports, collecting freight in foreign currency, inasmuch as most 
of his expenses can be paid in foreign currency. 

4. The United States Coast Guard requirements as to condition of vessel are 
higher, and the owner may effect repairs in foreign ports at lower costs than 
in the United States. 

5. Savings on account of not having to pay United States income tax. 

6. Increased earnings due to lower costs enable owner to better his financial 
ability to acquire new tonnage. 


Disadvantages to American owner of United States-flag vessel 


1. The owner is restricted as to employment of the vessel in carrying United 
States cargo where the cargo-preference acts are applicable, which provide for 
the carriage of 50 percent of United States Government-sponsored cargoes in 
United States-flag vessels. 

2. Eliminates right for employment in United States domestic trades. 

3. Restrictions imposed by Maritime Administration limit disposition in the 
world market to the “restricted world market value,” which is about 10 percent 
less than the unrestricted world market value. 


Advantages to United States—the trade-out against the trade-in program 
1. The United States is saved the cost of the trade-in allowance, which re- 
quires an appropriation of funds by the Congress for acquisition of the old ships. 
2. Under the trade-out program, the United States saves the cost of lay-up and 
breakout from the reserve fleet when required for use. 
3. The United States obtains effective control for use in event of an emergency. 
4. It is to the advantage of the United States to transfer foreign, old ships in 
consideration for the construction of new United States-flag vessels rather than 
have the owners build new ships in foreign yards for foreign registry. 
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5. It is to the advantage of the United States to obtain new, modern, American- 
flag vessels rather than have the old vessels continue under United States flag 
for the short remaining useful period. 

6. The construction of the new vessel provides an immediate increase in ship- 
yard employment and an assurance of longer employment for seafaring personnel. 

7. The United States laws permit the sale abroad of railroad and airline equip- 
ment without restriction, whether new or old, and the consideration obtained in 
new construction for the transfer of old tonnage benefits the United States 
economy as well as the American merchant marine. 

8. Owner could wait until vessel is 20 years old and obtain transfer without 
commitment for new construction and United States would thus lose value of new 
ship construction and use. 

9. The trade-out program provides a more immediate financial incentive for 
new construction through an increase of the owner’s earning capacity, whereas 
under the trade-in program the owner is barred from further earnings from use 
of the old vessel unless he pays charter hire for such use during the period of 
construction of the new vessel, which charter hire reduces the trade-in allow- 
ance available to the owner for application against the purchase price of the new 
ship. 

The foregoing statements are applicable to nonsubidized operators. The trade- 
out program is not readily adaptable to subsidized operators who are required 
to maintain regular United States-flag service. It also is not available to owners 
of vessels built with construction-differential subsidy which, pursuant to section 
503 of the Merchant Marine Act, 1936, must remain documented under the United 
States flag for 20 years. 


Disadvantages to United States—Trade-out against the trade-in program 


1. Loss of employment for United States crews and auxiliary services for re- 
maining useful life of vessels. 

2. Loss of direct control in event of emergency. 

3. Loss of income taxes on earnings of crew, owners, and other employees 
for remaining period of vessel operation under United States flag. 

4. Loss of availability to carry Government-sponsored cargo and employment 
in domestic trade. 


DoLLAR VALUE INVOLVED IN EACH 'TRADE-OUT 


1. (a) The increase in vessels’ value by reason of the flag transfer is shown 
in attached statement, i. e., the difference between restricted value and domestic 
value. This statement shows a total increase in value for 58 vessels traded out 
of $45,495,400, or an average per vessel of $784,403. 


(b) Annual dollar saving as between foreign-flag operation and American-flag 
operation 


It is difficult to arrive at a firm set of figures with respect to vessel expense 
for the purpose of demonstrating possible annual differences. Selecting Liberian 
flag as an example, it becomes obvious that a Liberty ship transferred to such 
flag is not manned with a Liberian crew. Such a vessel may, in fact, be manned 
with an Italian crew, a Greek crew, or a mixed crew. Ifa crew of one nationality 
is utilized, it appears that the wages and manning would generally follow the 
practices of that country. In some instances, when, for example, Italian crews 
are contracted for to join a vessel at a United States port, a bonus over and 
above normal Italian wages might have to be paid. When mixed crews are 
placed aboard, it could result in either the lowest wage and manning scales or, 
at times, higher ones than will be found on ships with crews of all one nation- 
ality. As an example, if an operator hires an American master and chief engi- 
neer and then completes the crew with seamen of all nationalities who have 
made a practice of shipping out of American ports, the result could be more 
expense than if an all-Italian or Greek crew were utilized. Additionally, under 
the Liberian flag, it has been established that the actual numbers of crew mem- 
bers vary from 31 to 37. 

The following comparison is submitted, representing the best presently available 
figures : 
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} | 
United States | Liberian 





fiag |  fiag 
| r rc > ~ 
Total wages-_- Sie cnteaeetit: . | $25, 885. 50 $6, 951 
Subsistence ___- ; | 1, 831. 50 1, 500 
Stores and supplies : ; | 2, 765. 40 2, 625 
Maintenance and repair _.- | 3, 906. 60 3, 000 
All insurance 4, 725. 00 4, 649 
Miscellaneous - - : = | 643. 80 600 
Total vesse] expense per month------ ; ' | 39, 757. 80 19, 325 
Total vessel] expense per annum_-.-.-.---- ebtih i Sei 477, 093. 60 231, 900 


From the above it would appear that the possible difference in vessel expense 
on an annual basis between a United States flag and a Liberian flag-operated 
Liberty would be $245,193.60 in favor of the Liberian-operated vessel. 

(c) In years, the life of the trade-out vessels under foreign flag, excluding their 
present approximate 12 years of age 

The life of the trade-out vessels under foreign flag cannot be stated in the num- 
ber of years beyond their present approximate age of 12 years because such life 
will depend on the extent of upkeep maintained by the owner. The vessels may 
run for only the 20 years normally counted as economical years of operation, but 
might, with adequate care, run for 5 to 10 years longer. This situation could 
apply under United States or foreign flag. 

(d) Savings in dollars that would accrue to the operator on account of avoiding 
American class requirements 

In a strict sense the phrase “American class requirements” would generally 
mean the requirements of the classification society, the American Bureau of 
Shipping. In a more general sense, however, it could mean the total require- 
ments of all regulatory agencies necessary to keep the vessel properly and com- 
pletely documented and certificated. A vessel which was constructed to meet 
the requirements of the American Bureau of Shipping and all other American 
regulatory agencies will often retain its American Bureau of Shipping classifica- 
tion even after transfer to foreign registry. While no supporting figures can be 
produced at this time, it is considered that this practice often results due to the 
fact that the construction cost attributable to meeting ABS classification is more 
significant to an operator than maintaining the vessel in such class after it is 
once constructed. In other words, it is not certain that there are any appreciable 
savings to be realized by dropping American Bureau of Shipping classification and 
picking up other classification. The potential savings in the category of main- 
tenance and repair which would accrue to an operator in transferring a vessel 
to Liberian flag would more likely result due to the fact that it would not be 
necessary to obtain United States Coast Guard certification. In the comparison 
of costs submitted under 1 (b) it will be noted that the monthly maintenance 
and repair cost shows a differential of $906 per month in favor of the Liberian 
vessel. This differential on an annual basis would amount to $10,872.00. Any 
savings which might accrue as a result of avoiding United States Coast Guard 
inspections would probably be included in this annual savings. Other factors 
which could contribute to this annual saving could be performance of repairs 
outside of the United States and, possibly, even a lower maintenance standard 
in areas other than affected by regulatory authorities. In summary, then, it 
would appear that any savings on account of avoiding “American class require- 
ments”—utilizing the term in its more general sense—would be included in, but 
would not completely account for, the projected annual differential of $10,872.00. 


(e) Savings on account of not having to pay United States income tar 

-anamanian and Liberian maritime legisjation is designed to encourage ship 
documentation and provides a number of incentives in the form of tax benefits. 

In the case of Panama, shipping is granted preferential treatment in the 
Panamanian Internal Revenue Code. In 1941, by executive agreement, the Pan- 
amanian and the United States Governments agreed to exempt the revenues of 
shipping companies incorporated under the laws of the other Government from 
income taxation. 

Panamanian or Liberian-flag ships engaged in performing international serv- 
ices are not required to pay any income taxes, and consequently are not concerned 
vith depreciation rates, treatment of capital gains or losses, or excess profits 
taxes, or any other similar income tax matters. 
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Referring to the case of a United States corporation which retains owner- 
ship of a ship even though the ship operates under Liberian or Panamanian 
flag, it is our understanding that in a case of this type the earnings of the ship 
would have to be reported by the United States corporation for tax purposes. 

Where ownership is transferred to a foreign corporation, it is our understand- 
ing that it is Internal Revenue’s interpretation that section 351 of the tax code 
provides in effect that a transfer of property to a foreign corporation is tax free 
if the transferor receives 80 percent or more of the stock of the foreign corpora- 
tion to which the assets are transferred. 

If this transfer is between a domestic corporation and a foreign corporation, 
in order to make it tax free under section 351, the taxpayer must file a statement 
under oath with the Commissioner of Internal Revenue setting forth all of the 
facts with respect to the transaction, and under section 367 the taxpayer must 
establish to the satisfaction of the Commissioner that one of the principal pur- 
poses of the transfer is not the avoidance of Federal income taxes. 

Assuming the corporation files and obtains the necessary clearance, the trans- 
fer of the ship to a foreign corporation solely in exchange for stock is a non- 
taxable transaction. After the ship is transferred no tax is collected on earn- 
ings, as such, since ti is a nonresident foreign corporation. 

If and when the Liberian or Panamanian corporation distributes dividends 
to the domestic corporation, the dividends are taxed to the American corpora- 
tion at the regular rate of 52 percent. There is no foreign tax credit applied 
against this dividend payment since no foreign income tax is imposed by these 
Governments. 

In the case of one major oil company with foreign subsidiaries, it has been re- 
ported that for 1955, 1956 the foreign subsidiary declared 20 percent of its earn- 
ings to the parent company as dividends and that 80 percent of its earnings were 
used for new construction and capital outlay to implement and supplement the 
Panamanian company’s fleet. 


TRADE-OUT AND TRADE-IN VALUATIONS 


The following is a summary of the restricted world market values of the sub- 
sidized operators’ present fleets estimated at $853,150,000. The average age of 
the ships in this fleet is 12 years. Market values are constantly changing (see 
chart for Liberty ships), but assuming that the market will remain steady be- 
tween now and the actual trade-in date and taking into consideration normal 
depreciation the value of the fleet at trade-in time and the cost to the Government 
will be $589,400,000. 

Other tables are shown giving the detailed values of each type of ship broken 
down into operating companies 


1 summary of potential trade-in value of fleets owned by subsidized operators 
(value as of Apr. 1, 1957) 


- — 
| . | . 
Estimated | Estimated 


| Number restricted trade-in 
Operator | of ships | world market value (age 
value asof | 20 years) 
Apr. 1, 1957 | 

- 
American Export Lines | 30 $104, 900, 000 $78, 700, 000 
Americal Mail Lines 8 18, 200, 000 13, 700, 000 
American President Lines 22 101, 200, 000 64, 400, C00 
Bloomfield Steamship Co 4 | 7, 600, 000 | 5, 100, 000 
Farrell Lines 16 35, 400, 000 25, 600, 000 
Grace Lines 25 51, 100, 000 | 37, 000, 000 
Gulf and South American Steamship Co i 7. 600, 000 5, 500, 0CO 
Lykes Bros, Steamship Co | 54 102, 150, 000 74, 000, 000 
Mississippi Shipping Co 14 32, 000, 000 | 23, 200, 000 
Moore-MeCo ick Lines 35 77, 900, 000 56, 400, 000 
The Oceanic Steamship Co 6 43, 600, 000 | 27, 700, 000 
Pacific Far East Lines, Ine { 50, 600, 000 27, 600, 000 
Pacific Transport Lines ) 12, 500, 000 | 9, 400, 000 
Seas Shipping Co., Ine. (Moore-MeCormack) 12 26, 400, 000 19, 800, 000 
United States Lines Co 54 182, 000, 000 121, 300, 000 
lotal 298 853, 150, 000 589, 400, 000 

Source: Prepared by Office of Ship Construction and Repair, Apr. 4, 1957 
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Potential trade-in value 


Operator 


American Export Lines ‘ 
Do 
Do- pains duce 
Do-_- 
Do 
Do 


Total... 


American Mail Line-- 
Do... Sideline 


Total 


American President Lines 
Do.. 
Do 
Do 
Do 
Do_. 


Total 
Bloomfield Steamship Co 
Farrell Lines 
rene 
Do 
Total 
Grace Line ! 
Do-. 
Do-.. 
Total 
Gulf & South American Steamship Co 
Lykes Bros. Steamship Co., Inc 
Do- 
Do-_. 
Do._. 
Total 
Mississippi Shipping Co., Inc_- 
Do-. 
Do.. 
Total 
Moore-McCormack Lines 
Do... 
Do 
Do 
Total 


Oceanic Steamship Co-. 
Do 


Total 
Pacific Aregntine Brazil Lines ? 
Pacific Far East Line, Inc_- 
Do " . 
Do ‘ iin 
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See footnotes at end of table. 
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Potential trade-in value of fleets owned by subsidized operators—Continued 


Operator 


Pacific Transport Lines 


Seas Shipping Co., Inc 
(Moore- McCormack) 


Total... 
United States Lines Co 
Do 
Do 
Do 


Total 


Type 
C3 
C2 
C3 
C2 . 
‘ C4-S-la... 
..| America..._. 


ships not included in tabulation. 


2 Fleet acquired by Moore-McCormack. 


| 
| 
| 


United States 


1 Approval in principle granted to transfer foreign the 











Estimated restricted | Estimated 

Num- world market value trade-in 
berof | asof Apr. 1, 1957 value (age 
ships I caine onpeceshaetensiaealtnaa 20 years), 

total 
| Per ship Total 

a —— a pa rE gp RRR 
5 | $2, 500,000 |$12, 500,000 | $9, 400, 000 
6 | 1,900,000 | 11, 400,000 |... 
6 | 2,500,000 | 15,000,000 Slgumanion 
eo sudumaniall 
12 i 26, 400, 000 19, 800, 000 

| 43. | 1,900,000 | 81,700,000 |... 

9 6, 300,000 | 56, 700, 000 

1 | 9,000,000 | 9,000, 000 ; 
1 | 34,600,000 | 34, 600, 000 oaks 
54 ----.--..|182, 000,000 | 121, 300,000 


Santa Paula and Santa Rosa. 





Therefore, these 
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The Cuairman. Tell me this, Mr. Morse: Since the completion of 
the Mariner program, how many dry-cargo vessels have been built in 
American yards for American operation ¢ 

Mr. Morse. As I recall, there have been none for private account. 

The Cuarrman. Is the concentrated effort on tankers ¢ 

Mr. Morse. Are we concentrating our efforts on tankers? 

The Cuarrman. Yes. 

Mr. Morse. Very definitely not. 

The CHarrMan. Just why have there not been any dry-cargo ves- 
sels for operation under American flag / 

Mr. Morse. There are two simple reasons. It seems to me that, as 
far as the tramp owners are concerned, few, if any of them, are in a 
financial position to go into a replacement program because of two 
reasons. One is that they have with few, if any, exceptions failed to 
retain earnings in the company so that they can go ahead with a 
building program. 

Secondly, they are so definitely completely reliant upon 50-50 
legislation to provide cargoes for them that it is something of a 
gamble, in my thinking, that they will be assured of adequate cargoes 
at a revenue which will enable them to build new ships and have 
them pay out. 

The CuarrmMan. They received all these benefits when the ship was 
transferred out. I did not intend to go as far as you have gone in 
this questioning. That is just what motivated. these questions with 
me, was whether or not these tramp operators were not getting as 
much or more benefit than one of your berth line operators who is 
required to invest substantially if he replaces his ships and operates 
under the American flag ? 

I think these figures possibly might show that. That is the reason 
I am asking these questions. 

Mr. Morse. I have two comments on that. Firstly, there were 69 
Liberty ships, I think, transferred foreign back about 1954 and early 
1955, but those were transferred at a time when the market for 
Libertys was very depressed and they did not make anywhere near 
$500,000 on those transfers per ship. Furthermore, at that time 
there was not a spread of anywhere near $114 million in the American 
value of a T-2 and the restricted foreign market value of a T-2. 
These spreads between the domestic and foreign values vary dioptinls 
ing on a lot of factors. 

The CHarrMan. But it does exist today. 

Mr. Morse. It does exist today ; yes, sir. 

The CuHarrmMan. Sooner or later they will be back again with the 
idea of a subsidy for tramp operation. 

Mr. Morse. I am sure they will be. 

The Cuarrman. And they are gaining all these benefits today. 

Mr. Morsr. Today we insist that they go in for new construction 
as a consideration for a foreign transfer. 

The Cuatrman. By having all these transfers out, are there enough 
American-flag vessels at the present time to carry the American 50 
percent of the foreign commerce that is generated by our various 
programs of assistance / 

Mr. Morse. I believe we are carrying 50 percent of the Government- 
sponsored cargoes in American bottoms. 
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The Cuatrman. Have these transfers out caused you to break out 
any additional ships to put under the American flag to carry our 50 
percent ¢ 

Mr. Morss. To be completely fair in my answer, I would say, “ Yes.” 

The Cuatrman. That is what I thought. 

Mr. Morse. I think there might have been additional breakouts 
even though we had not transferred these Libertys, because there is a 
demand for more ships in number greater than the 69 that were trans- 
ferred foreign. 

The Cuarrman. Is it a fact that our 50 percent of the cargo is going 
begging for the lack of bottoms today ? 

Mr. Morse. No; I do not think that that is true, Mr. Bonner. 

The Cuatrman. That is not true. 

Mr. Morse. No. The Board has authorized the breaking out of a 
sufficient number of American-flag vessels so that if the operators can 
find cargoes for them there are plenty of vessels available. 

The Cuarrman. You have assisted in avoiding that coming to pass. 

Mr. Morse. We hope so. 

The CuarrMan. You have done that by breaking out ships? 

Mr. Morse. Yes, sir. 

The Cuatrman. I would just as soon give you this right now if you 
would care to have it rather than write you a letter. 

Mr. Morse. That memorandum will suffice, Mr. Bonner. 

Mr. Auten. Would the gentleman yield? 

The CuHatrMan. Yes. 

Mr. Aten. I have a couple of questions on these sale values. 

Mr. Morse, do you know offhand what the book value of a Liberty 
is? 

Mr. Morse. Some of them have been depreciated to zero. They are, 
on the average, about 12 years old so that the book value would be 
in the neighborhood of $200,000 

Mr Auten How about T-2’s now ? 

Mr. Morse. That is in the neighborhood of $500,000 book value. 

Mr. AuLEN. I presume that when a ship is sold the difference be- 
tween the sale price and the book value is an item on which there is 
an income tax? 

Mr. Morse. I would certainly assume that there would be a taxable 
gain. 

Mr. Auten. That would be true whether the ship is sold foreign 
or sold domestic ? 

Mr. Morse. Correct. 

Mr. Auten. Foran American operator it would be the same in either 
case. 

Mr. Morse. That is correct. 

Mr. Aten. On these trade-outs is there an income tax paid on the 
sale if there is an agreement to build a substitute ship or is there some 
credit by deposit in the reserve account which eliminates present pay- 
ment of the income tax ? 

Mr. Morse. We do have some of these operators that request and 
we, in conjunction with internal revenue, grant the privilege of de- 
positing the earnings on the sale in a construction reserve account 
and that would be tax deferred if put into new construction. 

Mr. Aten. That would be true whether it is income tax for a corpo- 
ration or individual or a capital-gains tax? 
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Mr. Morse. I think it would apply whether it was an individual 
owner or a corporate owner. I am not a tax expert, Mr. Allen. 

Mr. Auten. Then is it true to say that if you permit a transfer for- 
eign against an agreement to build domestic you put in the hands of 
the shipyard people really the amount of the gain after tax plus 
the amount of the tax as an added fund to whatever is necessary to 
be produced by the owner in the building of the new ship? 

Mr. Morse. ‘That would be one way of expressing it. The other way 
I would say is the full sales value less mortgage, if any, would go into 
the reserve or be paid to the shipyard and part of that would serve 
to reduce the tax base on the new construction. 

Mr. Aten. What I am trying to get at is the money available for 
shipbuilding that would not be available except for your trade-out 
policy. 

Mr. Morss. That is correct. 

Mr. AuLEN. Of the money I have referred to, the tax reserve because 
of the increase in the profit, because of the sale foreign would all be 
available for the construction funds of the new ship but not otherwise, 
particularly if you do not permit sales foreign. 

Mr. Morsr. It would make a greater fund available for new con- 
struction than would apply if we did not permit foreign transfers. 

Mr. Auten. Thank you. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. I have just a ‘few questions this morning, Mr. Morse. 

Do you require a bond in connection with ships that are transferred 
to secure the conditions of the transfer ’ 

Mr. Morse. In some instances we have, but ordinarily we are now 
content to rely upon the personal understanding of the transferee 
plus the personal undertaking of the majority American shareholders. 

Mr. Drewry. And that personal undertaking goes how far? Is 
that in a dollar amount ¢ 

Mr. Morse. Yes, sir. Ordinarily it is fixed at the full spread be- 
tween the American value and the restricted foreign value of the 
vessel being transferred. 

Mr. Drewry. I have here an agreement with Victory Carriers and 
United States Petroleum Carriers and it provides on page 2 under 
condition C: 

That to secure the payment of any sum of money which may be required as 
a result of the imposition of any penalty resulting from the default under con- 
dition (a) above, the contracting parties hereby agree to provide, and by this 
agreement do provide, their joint and several undertaking in the principal sum 
of $200,000. 

Condition (a) is a prohibition against trading with Iron Curtain 
countries. I think there is also in here a provision for liquidated 
damages in the sum of $8 million in the event the new construction 
is not carried through, but that is all I can find. 

Mr. Morse. To which contract are you referring, Mr. Drewry ? 

Mr. Drewry. Contract No. MA-1440, approval notice and agree- 
ment. 

Mr. Morse. This particular contract related to a single vessel, the 

Arickarre, which was a transfer from American to Liberian registry 
and flag without a change of the United States citizen ownership. 

Mr. Drewry. Yesterday we were discussing the question of effec- 
tive United States control in connection with the Suez Canal and we 
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brought up the question of the vessel Statue of Liberty, which was a 
foreign-fiag vessel. 

In the New York Times this morning there is a story about the 
opening of the canal, containing this statement : 

The State Department cautioned United States shipowners against immediate 
use of the canal. This was done in a meeting between C. Douglas Dillon, Dep- 
uty Under Secretary of State for Economic Affairs, and representatives of the 
United States shipping industry. 

Were you involved in preliminary discussions on that subject 

Mr. Morse. No; we have had nothing to do with that. 

Mr. Drewry. So that when the term “*U nited States shipping in- 
dustry” is used and “United States shipowners,” you cannot say 
whether that means American-controlled companies or whether it 
means American-flag companies / 

Mr. Morse. I know nothing about it. I did not sit in on that. 

Mr. Drewry. I would like to have for the record, if you can supply 
it, statistics which would show the numbers and types and tonnages 
of United States-flag dry-cargo liner vessels, separated as between 
subsidized and nonsubsidized, ‘by years, since 1936 exclusive of 1942- 
45, the war years; the same information for tramps. 

Mr. Morse. Do you mean the buildings ¢ 

Mr. Drewry. No, sir; in private ownership under the American 
flag, the same for tramps; the same for tankers; the same for ocean- 
going ore carriers 

Then I would like to have the same breakdown for foreign-flag, 
American-owned or -controlled vessels in the same categories and for 
the same per iod of time. That would include the so-called Liberian, 
Panamanian, and Honduran. 

(The information is as follows:) 


Seagoing ships of 1,000 gross tons and over owned by United States companies 
and their affiliates and registered under foreign flags, 1952-56 


[Includes only those parent companies located in the United States] 


Total Dry cargo Bulk and ore Tankers 
carriers 
deuiietignns ee trl nateneap arenas pe oo eerreneee —|-—_______.- s 
Number} Dead- | Number} Dead- | Number} Dead- |Number| Dead- 
of ships| weight | ofships| weight | ofships| weight | ofships| weight 


Dec. 31, 1952 343 |4, 474, 402 52 | 244,833 10 | 118, 249 281 | 4, 111, 320 
j——— - - ~- - - —__——| 
Liberia 23 | 575,710 23| 575,710 
Panama 113 }1, 785, 185 2 20, 700 4 39, 176 107 | 1, 725, 309 
Honduras 35 | 149, 365 34 | 138, 230 1 | 11, 135 
United Kingdom. 68 | 903, 305 | 15 83, 303 1 6, 587 52 813, 415 
Other colonies 5 57, 100 | 1 2, 600 | 1 13, 150 3 41, 350 
Belgium ‘ 6 | 74,985 |.. 6 | 74, 985 
Venezuela 25 | 117,383 2 15, 236 23 | 102, 147 
Germany | 3 | 42, 333 3 42, 333 
Netherlands i 18 | 172,771 | | 18 172, 771 
Francs 18 | 215,319 18 | 215,319 
Canada -| 11 | 137,009 il 137, 009 
Norway .....-- 10 164, 385 2 44,100 8} 120,285 
Denmark | 3 46, 410 | 3 | 46, 410 
Italy-. ‘ 2] 27,242 2 27, 242 
Argentina. | 4,815 2 4, 815 
Finland _- 1 | 1, 085 l 1, 085 
June 30, 1953 341 |4, 699, 184 47 | 219, 758 | 11 | 125, 806 283 | 4, 353, 620 
Liberia 31 | 802, 732 | 1; 10,760 a 30 | 792, 032 
Panama cae 106 |1, 778, 869 |... 4) 39,716 | 102 | 1,739, 693 
Honduras. 31 | 134, 290 30 | 123, 155 1| 11,135 
United Kingdom } 71 | 948, 105 | 15 | 83,303 1 | 6, 587 | 55 | 858, 215 
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Seagoing ships of 1,000 gross tons and over owned by United States companies 














a and their affiliates and registered under foreign flags, 1952-56—Continued 
he x ns ae Tee eee 
f Total | Dry cargo Bulk and ore Tankers 
| carriers 
te i oe nine — suicnildtgbishaliinmingaatdntht anna iia iiinininsin Rtiiniainlastdlbiaihdciniiitigeimaaitiae 
sp- Number} Dead- | Number} Dead- | Number; Dead- | Number| Dead- 
he of ships | weight | ofships| weight of ships weight | of ships | weight 
June 30, 1953—Con. | 
Other colonies 6 1 2, 600 1 13, 150 4} 59, 350 
Belgium 6 6 74, 985 
Venezuela 22 3 | 22,793 | 19 | 81, 77 
n- ; Germany 3 | 3 | 42, 333 
Netherlands 18 18 | 172,771 
Ly France 17 17} 198,819 
it Canada 11 il 137, 009 
Norway 9 2 44, 100 | 7} 110, 415 
Denmark 2 2 | 32, 370 
Italy 2 2} 27,242 
Argentina 5 5} 14, 377 
ly Finland l 1 1, 100 
es Dee. 31, 1954 383 5, 50 | 231, 793 | 17 | 288,696 | 316 | 5,115,014 
Bn Liberia 50 |1,¢ 1 10, 700 2 120,000 | 47 | 1,244,140 
De Panama 108 [1,7 7 60, 366 | 101 | 1,714, 845 
- Hunduras 34 ‘ 135, 632 | 1 | 11, 135 
United Kingdom 80 |1, 15 82, 861 | 1 | 6, 587 | 64 | 1,037,385 
Other colonies 8 l 2, 600 l 13, 150 | 6 84, 890 
| Belgium 5 5 59, 726 
in | Venezuela 24 | 3 22, 793 21 112, 582 
Germany 4 4 68, 983 
n- | Netherlands 19 19 | 174,506 
j France 18 18 | 269, 789 
' Canada 9 9 103, 87§ 
o | Norway 12 3 | 65,800 9 146, 500 
=? Denmark 2 2 32, 370 
or Italy 3 3 | 37, 492 
j Argentina 5 5 14, 377 
n, Finland 1 -| 1 } 1, 065 
Philippines 1 1 | 1, 350 
Dec. 31, 1955 374 |5, 869, 415 49 | 241,156 | 23 | 499, 802 | 302 | 5, 128, 457 
i Liberia 58 |1, 656, 699 3 34, 787 | 4 | 236, 089 | 51 | 1,385,823 
es | Panama 102 |1, 697, 786 10 110, 361 92 | 1,587, 425 
} Honduras 31 133, 803 30 122, 668 | | 1 |} 11, 135 
United Kingdom 75 |1, 096, 425 15 81, 101 2 | 37, 412 | 58 | 977, 912 
Other colonies 8 91, 545 l 2, 600 . 7} 88, 945 
Belgium 6 | 95,930 6| 95,930 
- ' Venezuela 19 129, 690 | 3 22, 550 16} 107,140 
i Germany ’ i) 165, 681 S 165, 681 
Netherlands 21 183, 840 21 | 183, 840 
| France 14 226, 558 14 | 226,558 
- Canada 7 47, 225 7) 47, 225 
. Norway 13 244, 765 4 93, 390 9 | 151, 375 
Denmark 2 32, 370 2) 32, 370 
it i Italy 3 49, 906 3) 49,906 
_ ' Argentina ) Myph Pe adiwn S 5 | 14, 777 
390 Finland 1 1, 065 1 | 1, 065 
se Philippines 1 1, 350 | 1 1, 350 
2 Dec, 31, 1956 380 |6, 340, 659 51 | 288, 260 34 | 703, 932 295 | 5,348, 467 
a Liberia 82 |2, 302, 396 6| 73,011 12| 444, 342 | 64 | 1,785, 043 
350 Panama 97 |1, 630, 164 2 21, 600 15 184, 662 80 | 1,423, 902 
O85 Honduras 29 | 128, 403 28 | 117, 268 1 11, 135 
1 ‘7 United Kingdom 75 |1, 095, 430 14 73, 781 2 37, 412 | 59 984, 237 
33:3 Other colonies 1 2, 600 1 2, 600 
oa Belgium : 5 88, 589 5 88, 589 
a, Venezuela 17 | 131,352 ; 5 | 37,516 12 93, 836 
009 Germany ; 7 151, 878 7 151, 878 
O85 ' Netherlands 22 215, 840 22 215, 840 
410 France 15 | 242, 585 15 | 242, 585 
949 Canada 6 48, 700 6 48, 700 
815 Norway | ll 176, 885 11 176, 885 
O85 Denmark 3 58, 770 3 | 58, 770 
ns Italy 3 | 49, 875 in 3 49, 875 
620 | Argentina 5| 14,777 5 14, 777 
, Finland 1 | 1, 065 1 1, 065 
032 i Philippines Ly 1, 350 | 1 1, 350 
693 alt sicahclheaoentainicnsliagiins a SS ee 
. i Source: U.S. Department of Commerce, Maritime Administration, Statistics and Special Studies Office, 


Ship Data Branch, Apr. 9, 1957 
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Privately owned dry-cargo vessels in tramp and liner service, subsidized and 
nonsubsidized, 1955-56 
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Subsidized liner service | Nonsubsidized liner service 
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I believe Mr. Bonner asked this question, but in a different way. 
I would like to have the market values, restricted and unrestricted 
world market and United States-flag market of the various trade-outs 
for the past year. Of course, some of them were traded out and 
there was no sale price, but there would be available, I would think, 
representative sales occurring at the time the approval was given, and 
that would suffice, versus the cost of new ships which were built in 
consideration of the ships being permitted to trade out. 

That would be evalilatlies would it not? 

Mr. Morse. Yes; we can develop that. 

(The information is as follows:) 








*s]0Uy 2°91 ‘S[ossez ese 3 
10Uy 2°91 ‘S[ossoa eSvalOU] [ITA sdyys Mou Jo paods advi0aB [BUOTIIPPB JUNOSOB OUT ZUN\e} ONTBA AIM] ¢ 


Zuypring Mou jc peods o¥es0A8 ‘sjouy C’eT ‘S[osseA YNO0-spvl. JO poods oselvAWY¥— ALON 
*S10HIOM 
iv UOT 1Z$ 10 yuad1ed OT 





pus ‘siayddns ‘spavA uvojioury 07 pred oq 04 Afeyeuryxol 















































‘ , aie le 5 4 ; *S[QSS9A JNO-spLvs) VY} JO, 3 DR . ae 5 ns 
oo ’ si XIBAUIOD SB ‘SHOZ IQZOMPLOP O0O'PTO'T OF OFF‘'IZS WI0IJ AzjoudvO aes as 4 [BUOT}IPPe UL BINS Sty} esvoloUT AvUI ‘040 ‘UOTIRTROSE ‘sRIIXy ‘aol. d JoRsqUOO 
nace sd a ee ee SG ee as 7 x ie “SJOAUEI Z-—, Sulzioquinge 
7 eo | ) ———_— 
{2 OFF ‘IZ8 «| 000'G00 "ET «| 000's95 ‘cor | OOF 090'srT | 000 ‘90% ‘sor | 008 ‘288 g g lt 
& 009 ‘0z 1 000 ‘s9e ‘ Pe eee ee re somite ienenmesenene on | ~~“ [830] 
a ‘ 999 '% =| GO0'000'T =| 00‘0ES‘T =| 000'00L*T =| 008 ‘OT . fy 
on 009 "19 1 000‘S#8‘2 | 000°000°6 | 000‘00F's | 000°000'9 | 000 ‘ee $1 “aUyy Orinda 
Z a 000 (009% | 000 ‘009 'T 00090 ‘Z | 000‘0St'Z | 009 ‘IZ a A0N | ee beeen’ 
089 | ‘00g '% =| O00'0ch'e §| 000'0UB‘E | 008 ‘0c ‘st 8 
BE Mu 0009298 | 000'000°F | 000'0c1 9 | 000 0089 Ou ‘eF y “qed 
on 0Se 6 000 002 'S 000 ‘OT “2 000 “006 ‘Z 000 ‘ | | ‘Te “ues 
4 ao ao IS | GOO‘OSt ‘Ze | 000‘0E6 ‘FF | 000‘008 6 | CUZ re I -| v “uve 
s FSI | 000006‘ 000 ‘O0L ‘¢ 000 ‘0UE ‘ ‘ ‘ez “uRr 
wm «0000 000‘08z + | 000'086‘T | 000‘0#z° ae |-goa : ‘Cr ‘ue | 
DQ  wg'ze 000'08z'6 | 000'006¢ | Ooo'ore's | o0o'o00 2 | Ove tF 1g 90d 
‘ lone * Om | 0F8 '9 000 ‘00¢ 1g “0eq 
= 000 ‘S9 000 ‘S22 ‘8T | 000'°S9T ‘FI | OOF ‘S80 ‘0c 000 ‘918 2 00G ‘00 9% “Od 
> one SI 000008 | 000006 “016 ' Pim 1s IZ “AON 
oo8 ca oe 000 (006 “r 000'0L6'Z | 000008 'E | 009 ‘IZ ‘IZ “AON | 
f —oon'az | 000 ore | om ome 2 | Ooo-oee ix | Ooo‘oOe zx | von zs + “den | 
000 ‘7g 000 ‘00F ‘et | 000'006 + | 000 ‘082 ‘2 as lose | --| g6r'9 oun | 
000 ‘93 cree | concer ‘ObL‘L | 000'000'8 | 000'99 “"| 98619 oune : 
bs OOT ‘S$ | 000‘08z ‘s$ | 000°00z ‘6$ | 000'99 ae 2 = va 
= su0} 4 2 | eed F ane ceoeeiomernalion ties " "09  zNy “sey 
Ee . 3809 = 
wm er a ‘ao ae oon aie ony[Ba suo} | £10} | 
“pling MeN | -piing MeN | -op [wOy, a TOL = | A | SL | | 
. | | pez sum “— 
ip : wee a aT % | -TBULIOJ O38 es 


S[9SSeA BZurpring MON S[OSS9A 9NO-9PpBLY, 


Burpjing mau 8Nns19a 8yn0-apDd4] 
aly 


156 





ee, 


Tn 





STUDY OF VESSEL TRANSFERS 157 


Mr. Drewry. What do you consider to be the legislative sanction 
for the principle or doctrine of effective United States control ¢ 

Mr. Morse. I know of no statutory provision defining or indicating 
what effective United States control might be. 

Mr. Drewry. There is nothing that uses that term. That is a term 
which has developed administratively over a period of several years? 

Mr. Morse. I think that was a term which originated with the 
Navy. 

Mr. Drewry. Would it be fair to say that your authority legisla- 
tively in your part of that phrase comes from section 41 of the 1916 
act ? 

Mr. Morse. That is correct. That gives us authority to impose 
reasonable terms and conditions. 

Mr. Drewry. I noticed that. 

An American individual or corporation can build a ship for foreign- 
flag operation in the United States; can he not? 

Mr. Morse. Yes, sir. 

Mr. Drewry. An American-controlled foreign corporation can 
build for foreign flag in the United States; can it! 

Mr. Morsr. American-controlled foreign, yes, sir; subject to our 
approval, of course. 

Mr. Drewry. A foreign corporation can build for foreign flag in 
the United States? 

Mr. Morse. Yes; subject to our approval. 

Mr. Drewry. By the way, is that approval limited to when section 
37 is in force, or both sections ? 

Mr. Morse. I think only when section 37 is applicable. 

Mr. Drewry. An American owner building for United States flag 
can change his mind and be approved for transfer for foreign flag 
during construction ¢ 

Mr. Morse. With our approval. 

Mr. Drewry. By the same token, authority exists to permit the 
transfer to foreign flag after the ship is completed with your approval? 

Mr. Morse. Certainly. 

Mr. Drewry. So that, is it not true that, without regard to sec- 
tion 101 of the 1936 act, without regard to the authority to grant 
construction and operating subsidies or the provisions to stimulate 
new construction by allowances of credit for traded-in vessels, and 
without regard to the authority of title VII of the 1936 act to build 
and operate new ships on essential trade routes where no private 
American-flag operator is willing or able to do so, you are able to direct 
the American merchant marine entirely under foreign flag with the 
exception of the existing some 300 subsidized ships until they become 
20 years of age, with the exception of the coastwise trade which is 
limited by law and with the exception of the reserve fleet? 

Mr. Morse. I am not sure I understand your question, but, under 
the provisions of sections 9 and 37, with the exception of vessels which 
are required by statute to remain under American flag, I am free to 
transfer all of them foreign if they request. I have that authority 
to put them under foreign flag under the legislation. That is assum- 
ing, of course, that I will disregard completely the policies set out in 
the various statutes, the 1936 act and the 1946 Sales Act, and other 
statutes. 
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Mr. Auten. Mr. Chairman, I think Mr. Morse said that he could 
permit the transfer of all ships under a foreign flag. I think he meant 
all ships under the American flag. 

Mr. Morse. I meant transfer from American fli ig to foreign flag. 
There is broad enough statutory authority, if I disregard all of the 
other mandates in the statute. 

Mr. Drewry. Can you disregard the mandates ? 

Mr. Morse. Certainly not. 

Mr. Drewry. So that, then, authority is not strong enough. 

Mr. Morse. If you look only at sections 9 and 57, it is broad enough, 
but you have to read the entire statutes. 

Mr. Drewry. Has that not happened with regard to the tramp fleet? 
It is now more and more going to foreign flag. Many tramp vessels 
are included in these tanker proposals to go foreign flag, and it is 
happening with regard to tankers, and the effective United States 
control is taking the place of what apparently was expected to be ¢ 
fully American-flag American merchant marine. 

Mr. Morse. Again I am not sure I understand your question, but, 
if your question is, Are we downgrading the operating American fleet? 
the answer is “No;” we are upgrading the American fleet by our 
activities. 

Mr. Drewry. That is not exactly the question I had in mind. I am 
thinking about this statement contained in the joint Maritime-Navy 
planning summary or report of a year ago, which I understand 1s 
under revision at present, that in setting forth the status of the Ameri- 
can merchant marine, there were shown to be the number of tons that 
there should be in categories of dry cargo, tanker, and passenger 
types. 

In the statement with regard to tankers, there was shown the ton- 
nage which is approximately twice, I believe, what are actually under 
American flag, with an asterisk saying: 

In regard to tankers, this includes those ships under effective United States 
control, 

Now, if the effective United States puters principle is sound with 
regard to tankers, which are said to be a rather critical item for 
defense purposes, would it not apply equally to dry-cargo vessels? 

If it can be done on a broad scale with regard to tankers, why can- 
not a policy decision be made to do the same with dry cargo, except 
the subsidized vessels ? 

Mr. Morse. To begin with, we transfer tankers only against new 
building requirements, and have done that consistently, so that we 
have been upgrading the tanker capabilities under American flag. 

In respect to the dry-cargo vessels, I think we have to face the facts 
of life. On these approvals in principle, there have been, as I recall, 
in the neighborhood of 180 vessels which we have approved for foreign 
transfer. 

In my opinion, the owner of an American-flag vessel should get a 
fair value for his vessel whether it is traded in or whether he is per- 
mitted to trade it out. If that 180 vessels had been traded in instead 
of being traded out, we would have had to have asked appropriations 
for somewhere in the neighborhood of $200 million or more for trade- 
ins, and we have been unable to get that kind of money from the 
Congress for trade-in purposes. 
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Mr. Drewry. Have you asked for any money from the Congress 
for trade-in of tankers since the six that were built under 510 (h) ? 

Mr. Morse. We have not by identification, but we do ask for appro- 
priations for trade-ins. a SA : 

Mr. Drewry. Have you asked for legislation to correct deficiencies 
that might have appeared in the existing law ? 

Mr. Morse. No; because in my opinion, under 510 (d), we can pay 
the usual trade-in values on tankers which are in excess of 12 years 
of age. 

Mr. Drewry. In fact, that would be the group of tankers that 
510 (h) was originally enacted for. They are all more than 12 years 
of age now ¢ 

Mr. Morse. Yes, sir. 

Mr. Drewry. But you have not attempted to bring in any appli- 
cants under that, any American-flag operator to trade in at restricted 
world market value ? 

Mr. Morse. For one thing, we have a limited amount of funds that 
we can use for trade-ins. 

Secondly, there is less advantage to the operator on a trade-in than 
there is on a trade-out because of the continuing earning capacity 
on a trade-out, and also during the new construction period under 
the trade-in legislation, if they retained the vessel under charter back 
during the new construction period, the value would be reduced by 
the amount of charter hire during that use period, so that it is not 
as advantageous to the owner as the trade-out, and therefore makes 
less money available for new construction. 

The Cuarrman. I did not put that part in my series of questions. 
So that he gets another benefit when he trades. When he trades out, 
you require him to build. 

In addition to what I asked you to furnish, I would like you to put 
that factor in in the answers to my questions, 

Mr. Morse. I am sure that, if you had thought of it, you would 
have included it. 

Mr. Drewry. Let us take the case of a T-2. What does the United 
States get out of it? We do not have to appropriate any money. We 
have a ship under effective United States control. Is that effective 
United States control sufficiently in the interests of the defense of 
the country to offset the amount of money that would have to be paid 
under 510 or trade-in? Isthat what it adds up to? 

Mr. Morse. We have an operating ship which the Navy and I per- 
sonally feel is effectively under United States control and is there- 
fore more advantageous than a vessel in the laid-up fleet. 

Mr. Drewry. That isall. Thank you. 

The Cuamman. The Department of Justice has been waiting to 
testify for 2 days. 

Mr. Morse. Mr. Bonner, there are a couple of things that developed 
in the testimony in the last couple of days that I would like to cor- 
rect. I can do it quickly. 

I used the names “Onassis” and “Niarchos” in a lot of these dis- 
cussions more to identify the transaction rather than to intimate or 
indicate that I was saying I was dealing with Mr. Onassis or Mr. 
Niarchos after the trusts were established. It was a simple way of 
saying, as far as Onassis is concerned, that I referred to Petroleum 
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Carriers Corp., or whatever the name is. It was more simple to 
identify that as the Onassis deal. The same applied on Niarchos. 

The Cuatrman. The general public thinks that that is whom you 
dealt with anyway. 

Mr. Morse. I did not deal with them personally after the trusts 
were set up and the trustees and corporations set up under the trusts. 

The Cuarrman. You used their names for identification ? 

Mr. Morse. Yes; merely for identification. 

The Cuamman. Mr. Robeson. 

Mr. Ropeson. The question I had in mind was that you mentioned 
an allowance by certain operators in their considerations on the 50-50 
act. 

Would you care to express an opinion as to the apparently constant 
threats to that act, making it a little difficult for them to rely entirely 
on that act? 

Mr. Morse. Well, there have been attempts made in the Congress 
from time to time by various interests to eliminate the 50-50 legis- 
lation. So far I am pleased to say that the Congress has rejected those 
requests for elimination, but it is a dagger which h angs over them 
continuously as far as the owners of these tramp ships are concerned. 

Mr. Roseson, It is a little unfortunate that that threat does exist 
and appears to continue to exist. 

Mr. Morse. It very definitely discourages anyone operating a tramp 
vessel from entering into a long-range program for ship replacement. 

Mr. Rosrson. I can understand that. 

Mr. Morse. Another thing that I would like to mention was this 
question of why we ceased getting birth certificates from every Tom, 
Dick, and Harry when we were going into some of these mortgage 
financing and transfers-out, and things of that sort. 

I do not know whether you want to include it in the record, but I 
have a recommendation here from our General Counsel’s Office, dated 
May 31, 1956, which I adopted. a pretty well spells out the pros 
and cons on the thing and what we are now doing. I would like to 
have that inserted in the record. 

The CHarrMan. It may be included at this point. 

(The document referred to follows :) 


MARITIME ADMINISTRATION, 
Washington, May 31, 1956. 


To: Maritime Administrator. 
From: General Counsel. 
Subject: Proof of United States Citizenship. 

We are having increasing problems and we are under increasing pressure not 
only from the subsidized operators, applicants for other benefits under the 1936 
act, purchasers and mortgagors of vessels, and borrowers under title XI, but 
most particularly from the lending institutions, to relax our requirements for 
proof of citizenship. 

At the present time our requirements are as follows: 

(a) Submission of evidence, such as birth certificate, baptismal certificate, or 
other documentary evidence as to the United States citizenship by birth, of the 
president, all directors of the company, and any vice president who may auto- 
matically succeed to the responsibilities of the president; or 

(b) proof as to United States citizenship by naturalization of the same persons 
listed in (@) by submission of adequate information relative to their certificates 
of naturalization so that the same may be checked with the Immigration Bureau; 
and 















> het be Oh es em et 


oe 
J 





STUDY OF VESSEL TRANSFERS 161 


(c) proof of ownership of all classes of corporate stock by United States 
citizens to show the extent of United States controlling interest as required by 
section 2 of the Shipping Act, 1916. In corporations having 30 or more stock- 
holders such proof may be in the form of an affidavit based on the so-called fair 
inference rule which permits proof of United States citizen ownership of the 
requisite percentage of stock on the basis of the residence addresses of stockhold- 
ers owning certain greater percentages of stock, as reflected by the corporate 
stock records. The affidavit must also state that such stock is owned free from 
any trust or fiduciary obligation in favor of noncitizens, that the same pro- 
portion of voting control is vested in citizens, that there is no contract or under- 
standing whereby such proportion of voting control may be exercised by non- 
United States citizens, and that by no means whatsoever is requisite control 
conferred upon or permitted to be exercised by any person not a citizen of the 
United States. In corporations having fewer than 30 stockholders, proof of 
the required controlling interest must be submitted by proof of the citizenship 
of individual stockholders of the required percentage of stock. 

Recently, even where the fair inference rule is used based upon an examination 
of the corporate stock records, we have required proof of citizenship of each 
corporate stockholder in an applicant company where such corporate stockholder 
owns 5 percent or more of the stock of the applicant company. This requirement 
was made because we did not feel that any inference of United States citizenship 
as required by section 2 of the 1916 act could be drawn from the local address of 
the corporation. Such proof takes the same form as for the applicant company, 
i. e., citizenship of the president and directors and the United States ownership of 
required controlling interest must be proven in same manner as for applicant 
except that the 5 percent requirement is not made. 

The foregoing requirements have been developed in an effort to avoid any 
repetition of the problems which arose in the Meachem case and the various Greek 
ship sales. Those cases, as you know, resulted in considerable criticism being 
levied on Maritime. 

The statute does not specify the method of proving citizenship; it merely sets 
forth the requirements for citizenship. Accordingly, Congress left to the Mari- 
time Administration the responsibility of determining the procedure to be 
followed and the extent to which investigations are made in connection with 
United States citizenship determination. It must be pointed out that no matter 
what procedures are followed no practicable system could in all events be perfect. 
For instance, the statute requires that the ‘“‘controlling interest” shall be not only 
owned by United States citizens but also free from any understanding, arrange- 
ment, or agreement whereby voting control thereof may be exercised in behalf of 
any person not a citizen of the United States. Obviously, no positive proof as to 
the existence or nonexistence of such an understanding, arrangement, or agree- 
ment can be obtained since reliance must be made in any event upon someone’s 
statement relative thereto, and an affidavit is about all we can get. Even in the 
Meachem case, and in the various Greek ship cases that have been referred to the 
Department of Justice, the facts relied upon by Justice to show that the corpora- 
tions were not United States citizens probably would not have been found even 
had we then followed the procedure which we are now following. At that time 
we were relying cn an affidavit of some officer of the applicant corporations and 
since the factors upon which Justice relied usually related to an understanding, 
arrangement or agreement whereby control was vested in alien rather than 
United States citizen stockholders, such facts would probably not have been 
disclosed even had there been the most detailed investigation. 

Various persons, including subsidized lines and applicants for aid under 
title XI for mortgage insurance, have protested against our procedures for prov- 
ing United States citizenship as being too onerous. While it is not our desire to 
create unnecessary burdens, we at the same time do not wish to relax the pro- 
cedure to a point that the interests of the Government are not adequately pro- 
tected. It has been suggested that we advert to the procedure whereby Maritime 
would rely solely upon the affidavit of a responsible officer of a corporation to 
prove the United States citizenship of such corporation. Some support for the 
suggested action might be found in section 40 of the Shipping Act, 1916, as 
amended, where it is provided whenever any bill of sale, mortgage, hypothecation, 
or conveyance of any vessel, or any interest therein, is presented to any collector 
of customs for recordation, the vendee, mortgagee, or transferee shall file there- 
with a written declaration in such form as Maritime may by regulation prescribe, 
setting forth the facts related to such citizenship and such other facts as Mari- 
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time requires, showing that the transaction does not involve a violation of the 
provisions of sections 9 and 37 of the 1916 act. The fact that Congress provided 
for the acceptance of an affidavit in such cases might indicate that Maritime 
would be justified in accepting an affidavit in other cases. 

Before it is decided to accept such affidavit in all cases as proof of United States 
citizenship, consideration should be given to section 1105 (e) of the Merchant 
Marine Act, 1936, as amended, which provides that 

“Any contract or commitment of insurance entered into by the Secretary of 
Commerce under the provisions of this title shall not be terminated, canceled, or 
otherwise revoked for any reason, except as provided in section 1105 of this title, 
and shall be conclusive evidence that the mortgage or loan complies fully with 
the provisions of this title and of the approval of the principal amount, interest 
rate, and all other terms of the mortgage or loan and of the mortgagor or bor- 
rower and of the mortgagee or lender; and any contract or commitment of 
insurance so entered into shall be incontestable from the date as of which such 
contract or commitment is entered into, except for fraud, duress, or mutual 
mistake of fact.” 

There is some question in our mind whether, in view of this statute, Maritime 
could claim the right to terminate or cancel a contract of mortgage insurance 
because of fraud or mutual mistake of fact where the mortgagee, to whom the 
contract of insurance is given, acted in good faith and with due diligence, and 
someone on behalf of the mortgagor, either fraudulently or under a mistake of 
fact, had misrepresented the true situation with respect to the factors determina- 
tive of the mortgagor’s United States citizenship. However, in cases where the 
recipient of the aid granted by Maritime is the person making the erroneous 
representation as to its citizenship, and where there is no “incontestability” pro- 
vision, it would seem that Maritime might be adequately protected because of the 
criminal penalty imposed upon one making a false statement for the purpose of 
inducing Government action and by civil remedies whereby the Government 
eancels or terminates its agreement because of fraud or mutual mistake of fact. 

We believe that this problem is primarily one for policy decision. We recom- 
mend for your consideration that hereafter the procedure be as follows: 

1. The following be required to prove their United States citizenship by furnish- 
ing proof as required in paragraphs (@), (b), and (c), above: 

(a) Mortgagors and borrowers under title XI (ship mortgage insurance 
aid). 

(b) New applicants for construction-differential subsidy or operating- 
differential subsidy aid. 

(c) Any other applicant for aid or a contract under any act administered 
by the Federal Maritime Board or the Maritime Administrator where it is 
determined that the furnishing of such proof is warranted because of any 
special circumstances. 

2. All other applicants for aid or a contract under any act administered by 
either the Federal Maritime Board or the Maritime Administrator (which would 
include lending institutions under title XI insurance and shipowners executing 
mortgages in favor of the administration) be permitted to prove their United 
States citizenship by furnishing an affidavit, in form satisfactory to the Federal 
Maritime Board or the Maritime Administrator, as the case may be by a person or 
a responsible officer acquainted with the facts. 

3. The United States citizenship of each of the persons referred to above shall 
annually reaflirm their United States citizenship by furnishing affidavits, in form 
satisfactory to the Federal Maritime Board or the Maritime Administrator, as 
the case may be. 

4. All such persons to be notified that the Federal Maritime Board and the 
Maritime Administrator may, at any time, without previous notice to such 
persons, require, in addition to the annual affidavits called for by the immediately 
preceding paragraph, such other substantiation as they may require in connection 
with the reaffirmation of the United States citizenship of such persons. This 
is primarily for purposes of a spot check. 

If you concur, please signify concurrence. Otherwise we would appreciate the 
opportunity to discuss the problem with you. 

Epwarp D. RANSOM. 

I concur: 

CLARENCE MORSE, 
Maritime Administrator. 
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Mr. Morse. I also mentioned yesterday that there is employment 
of 30,000 now in shipyards on new merchant construction. I was in- 
correct. It is 13,000. The 30,000 figure I have appears in this docu- 
ment, Review of Vessel Transfer Activities, but that is projected for- 
ward to about the middle or late part of 1958 when there will be 30,000. 

The CuHatrman. That is if you get enough steel. 

Mr. Morse. Yes, sir. 

On this matter of whether we complied with Mr. Zelenko’s request 
for correspondence, I have reexamined our correspondence file and I 
am satisfied that we literally complied, and promptly complied, with 
his resquests as soon as the matter of citizenship was resolved at 
Maritime. 

What happened was that the day the citizenship problem was ap- 
proved at Maritime, there was a public release, and our letter to Mr. 
Zelenko did not arrive over here as promptly as the newspaper re- 
ports were made available. 

Other than that, 1 would say that we were quite prompt in our 
correspondence. 

On that 100,000-ton tanker, we did have a letter from the Navy 
Department approving the construction of that tanker as being desir- 
able for national-defense purposes. 

The Cuamman. Thank you, Mr. Morse. 

Mr. Morse. Thank you very much, gentlemen. 

The Cuairman. When the transcript is available, it is possible, Mr, 
Morse, that some members, after reading the transcript, might desire 
to ask you clarifying questions, so that it might be necessary for you 
to come back. 

We appreciate your attendance. 

Mr. Sanrancero. Mr. Chairman, did Mr. Morse give you the in- 
formation that I asked for yesterday ¢ 

Mr. Morse, did you supply the chairman the answer to the question 
which I put yesterday, as to how many tankers had been built pursuant 
to those agreements or contracts to make new construction after re- 
ceiving the 66 trade-outs ? 

Mr. Morst. No, but I have that information and I can run through 
it very quickly. I will identify them as the Niarchos group. 

There are two tankers to be built for American-flag operation: 
Hull No, 4548, which is a 32,650-ton tanker, 17.25-knot speed. — 
keel was laid September 10, 1956, and estimated delivery is July 12, 
1957, 

The 100,000 ton tanker is hull No. 1679. The keel has not yet been 
laid, but the expected delivery is the end of 1959. 

On that transaction there were 6 Libertys and 2 T-2’s to be trans- 
ferred foreign, and all of those transfers have been effected in Octo- 
ber, November, and December, 1956. In addition, there were four 
vessels being built for Mr. Niarchos, and I am referring now to 
Niarchos as owner, either in a foreign corporation or individually for 
foreign flag. 

On hull 4547, which is a 32,000-ton tanker, the keel was laid in June 
1956. The delivery is estimated for M: ay 1957. 

On hull 1655, whic h is a 46,000-ton tanker, the keel was laid in May 
1956, and de livery is expecte dl the end of this month. 

On hull 4558, the 32,650-ton tanker, the keel is expected to be laid 
in July, and delivery made on June 16, 1958, 
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Mr. Santrance.o. The delivery will be to whom, Mr. Morse? 

Mr. Morse. That will be May 16, 1958. Delivery is to Mr. Niarchos’ 
company. 

Mr. Santranceo. In other words, he will have completed the con- 
struction, rather than delivered to the United States? 

Mr. Morse. These last several are building for ay flag opera- 
tion, so that they would be delivered to Niarchos or his “foreign 
company. 

Then the fourth one is hull 1665. The estimated delivery is No- 
vember 30, 1958. 

I will go to the Onassis group, and again, that name is used for 
identification. 

Mr. SAnTANGELO. Before you go into that, are they being built in 
American shipyards ¢ 

Mr. Morse. Yes, sir; all six vessels. They are all being built by the 
Bethlehem Shipbuilding Corp. All six tankers are being built by 
the Bethlehem Shipbuilding Cor p. 

For United States Petroleum Carriers, Inc., which is the American 
company which is controlled by the Onassis trust for the Onassis 
children, there are three vessels. 

Mr. SantanGevo, That isan irrevocable trust ? 

Mr. Morse. Yes, sir. 

I qualify that. It is subject to the wording of the trust. There 
may be some question on that, but I would rather have Mr. Doub 
speak on that. I think that Mr. Zelenko has questioned whether or not 
it is irrevocable. 

The 100,000-ton tanker will be delivered on or before August 31, 
1960. 

Mr. SANTANGELO. Has it been started ? 

Mr. Morse. No, the keel has not yet been laid on that. 

Then there are two 46-000-ton tankers that are to be delivered, on or 
before, October 31, 1959 and March 31, 1960, respectively. Apparently 
the keels have not yet been laid on those. 

Mr. Santance.o. The tankers and ships have been turned over to 
the Onassis group up to this point; have they not? The 14 vessels 
which were traded out to them have been delivered ? 

Mr. Morse. Six of them have been transferred and eight have 
not yet been transferred to foreign flag. The ownership is still 
American on eight, although we have issued our transfer order. 

Captain Conway, who is president of United States Petroleum 
Carriers, Inc., told me that he would defer proceeding with those 
transfers until after he had appeared before this committee. 

Mr. Santanceo. In other words, United States Petroleum Carriers, 
Inc., has the 14 ships, but only 6 of them have been transferred out by 
United States Petroleum Carriers to foreign registry. 

Mr. Morsr. That is correct. 

Mr. Santancevo. And they still retain eight ? 

Mr. Morse. That is correct. 

Mr. Santrancero. They have done nothing yet in conformance with 
their contract or agreement to start building these 100,000-ton tankers? 

Mr. Morse. They have entered into firm contracts with the ship- 

yard and have paid in excess of $1,795,000 as a downpayment to the 
ikioy ard as a good-faith payment. 
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Mr. SaAntance.o. How much was that ? 

Mr. Morse. $1,795,000. 

Mr. Santancevo. They do not have any bond up for performance? 
They have just an agreement or promise to perform ? 

Mr. Morse. They have an undertaking with Maritime. 

Mr. SantanGeo. But there is no bond? It is merely a promise on 
their part without security or collateral ? 

Mr. Morse. We have no surety bond. Whether the shipyard has a 
bond of any character, I do not know. 

Mr. SantTance.o. The shipyard has $1,795,000 in its possession ? 

Mr. Morse. Yes, sir. 

Mr. Sanrancero. The value of those 14 ships would be what 
amount? You may give book value or current value. 

Mr. Morse. I could not tell you the book value. 

Mr. SANTANGELO. What is the current value? 

Mr. Morse. The current value would be in the neighborhood of 
30 million, I would say just as an offhand approximation. 

Mr. Sanrancexo. You have no idea as to what the United States 
Petroleum Carriers, Inc., received for those 14 ships which it traded 
out to foreign registry ? 

Mr. Morse. We have approved only transfer of flag and registry. 
We have not approved transfer of ownership, so that ‘the title to the 
vessels still remains in United States Petroleum Carriers, Inc. 

Mr. Santance.o. Thank you. 

Mr. Morse. Now, on the new buildings for foreign-flag operation, 
there are to be six. There is one 100,000-tonner, hull No. 1670. The 
estimated delivery is July 31, 1959. 

There are three 46,000-ton vessels, hulls 1661, 1662, and 1664. The 
estimated deliveries respectively are July 15, 1958, August 15, 1958, 
and November 15, 1958. 

There are two 47,750-ton vessels, hull Nos. 606 and 607. The esti- 
mated deliveries are February 15, 1959 and April 30, 1959. 

With the exception of the last two, all of the construction is to be at 
Bethlehem Shipyard. The last two are at Sun Shipbuilding. 

Mr. Sanrancevo. As I understand it, no one particular ship has 
begun to be constructed ? 

Mr. Morse. My information is that the keels on none of these so- 
called Onassis for identification ships has been laid at this time, 
although I am sure that in the normal procedure at the shipyard, the 
shipyard would contract for steel and for turbines and gears and 
things of that sort, so that all of that would be coming into the ship- 
yard at the appropriate time. 

Mr. Sanrancero. Mr. Morse, could you tell me what would be the 
reason for turning over to foreign registry, if you have not approved 
the transfer of the owne rship to foreign fl; ig? 

Mr. Morse. What — be the re: ann for proceeding ? 

Mr. Sanrancero. What would be the reason for approving the 
transfer to foreign regis id without approving the transfer of a title 
to these particular ships which the United States Petroleum Carriers, 
Inc., has received ? 

Mr. Morse. They probably have not requested the transfer of owner- 
ship. They probably only report the transfer of title and flag at this 
point. 
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Mr. Santance o. Is it of any advantage to the United States to per- 
mit such a transaction without the transfer of title ? 

Mr. Morse. I suppose there might be a tax advantage to the Govern- 
ment if title is retained by an American company. 

Mr. Auten. Will Mr. Santangelo yield? 

Mr. SAnTANGELO. Yes; I will yield. 

Mr. Atten. Would there not be some advantage in this matter of 
effective United States control if the owner were still an American 
corporation ¢ 

Mr. Morse. Yes, and we would have requisitioning authority where 
we might not have it otherwise. 

Mr. Auten. Thank you. 

Mr. SanranceLo. Would the seafarers be American seafarers on 
those ships, and would they be receiving the American standard of 
wages? 

Mr. Morse. I do not think so. I think they would be under foreign 
flag so that I would assume that foreign crews would be aboard. 

Mr. SANTANGELO. We would not have our United States men on 
them even though it is in a United States citizen corporation. 

Mr. Morse. I am reasonably sure that American crews would not 
be on these vessels that have been put under foreign flag. 

Mr. SANTANGELO. Prior to the trade-out the American crew was 
on that vessel? 

Mr. Morse. Yes, sir. 

Mr. SANTANGELO. There is a difference in wages between what the 
American crew would get and what the foreign crew would get? 

Mr. Morse. There is quite a substantial difference. 

Mr. Sanrancexo. The foreign crew is paid lower wages? 

Mr. Morse. It is much lower for the foreign crews. 

Mr. SANTANGELO. What advantage is it to the United States that the 
transfer to foreign registry be approved ? 

Mr. Morse. We would not have gotten new construction unless we 
encouraged it by approving foreign transfers. 

Mr. Santancero. Was that part of the contract agreement that had 
been entered into on the trade-out agreement that you had with the 
United States Petroleum Carriers? 

Mr. Morse. That there would be new construction as consideration 
for transfer; yes. 

Mr. Sanrance.o. There was an agreement on the part of the Mari- 
time that there would be new construction in consideration for the 
trade-out ? 

Mr. Morse. Yes, sir. 

Mr. Sanrancevo. But did the contract provide that the trade-out 
would be to a foreign flag as well as with title in the United States 
citizen ¢ 

Mr. Morse. No; both the ownership and registry would be foreign 
except that the settlement agreement with Justice required that the 
ownership of the traded-out vessel be retained at least 75 percent, in 
the American trust. 

Mr. Santrancevo. And what about the other 25 percent ? 

Mr. Morse. That could be foreign. 

Mr. Sanranceto. As of now not one of those 14 ships is owned by a 
foreign citizen or foreign company. 
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Mr. Morse. That is my understanding, sir. 

Mr. Santancero. That is all, Mr. Chairman. 

Mr. Gross. Mr. Chairman, could I ask one question ? 

The CHarrman. Yes. 

Mr. Gross. Mr. Morse, in response to the committee counsel’s ques- 
tions, did I understand you to say that neither you nor any of the 
members of the Maritime Commission were invited to appear at this 
conference by which use of the Suez Canal was delayed? 

Mr. Morss. This recent conference? 

Mr. Gross. That is right. 

Mr. Morse. To the best of my information, we were not invited. 

Mr. Gross. But you are a very interested party, are you not ? You 
revised voyage or trade routes, did you not, for a 6 months’ period 
vhich involved higher subsidies for the longer hauls. Is that not 
correct ¢ 

Mr. Morse. We revised the voyages for a 6 months’ period. It did 
not affect the amount of subsidy payable. 

Mr. Gross. It did not affect the amount of subsidy payable? 

Mr. Morse. That is correct. It might have an effect upon our 
possible recapture only because the earnings _ the operators might 
have been less going the long w ay aroun stead of going through 
the Suez Canal. 

Mr. Gross. I believe you so stated in the hearing on February 6. 
Has the 6 months’ pel iod e ‘xpired ¢ 

Mr. Morse. I do not think the 6 months has expired since the Suez 
inv: ae 

Mr. Gross. You being a very interested party, the Maritime Ad- 
ministration was not called into this meeting at which it was de- 
termined that the Suez Canal would not be used as of this time? 

Mr. Morse. I have not heard of it, so that I assume that we were 
not invited 

Mr. Gross. That is all, Mr. Chairman. 

The CHarrMan. Mr. Drewry has one remaining question. 

Mr. Morse. To explain why there was no increase in the subsidy 
payable, we pay it for the full year. The subsidy is payable for the 
full year so that whether the vy essel is on a long or short voyage does 
not affect the amount of subsidy. 

Mr. Gross. Let me say that I am very much surprised that an 
agency of Government that is vit: ally interested, as is the Maritime 
Commission, charged Ww ith the administration of the subsidies, should 
not have been called in to this meeting which was apparently at- 
tended by certain Government officials and certain representatives of 
the shipping industry. 

(The Maritime Administration submits for the committee’s reeords 
the following :) 

The staff of the Maritime Administration had been advised by a representative 
of the State Department that an informal meeting of some of the industry mem- 
bers of the Shipping Liaison Committee would be held on Thursday, March 28. 
However, it was clearly stated by the representative of the State Department 
that this was not a formal meeting of the Committee, that only the industry 
members of the Committee were being invited and that the sole purpose of the 
meeting would be to introduce these industry members of the Committee to the 
new Deputy Under Secretary of State, Mr. Douglas Dillon. It was further stated 
that there would be no agenda, and that the Maritime Administrator was being 
invited to attend purely as a matter of courtesy. In view of the stated purposes 
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for which the meeting was being convened and since the Administrator had a 
previous engagement, the Maritime Administration was not represented. 

Apparently, however, at this informal meeting of some of the industry members 
of the Shipping Liaison Committee, the Deputy Under Secretary of State read a 
prepared statement with regard to the American position on the transit of the 
Suez Canal by United States-flag vessels. This statement, in turn, was inter- 
preted by Mr. White, the State Department press officer, to members of the press 
following the meeting. 

Mr. Drewry. Mr. Morse, I believe you said that you could requisi- 
tion American-owned foreign-flag ships. Under what authority can 
you do that? 

Mr. Morse. Section 902 of the 1936 act. 

Mr. Drewry. That is without the consent of the country under 
whose flag it flies? 

Mr. Morse. I think that has never been tested in the courts or in 
international law but I am sure that the statute says we have authority 
to do so. 

Mr. Drewry. The statute says, “any vessel or other watercraft 
owned by citizens of the United States,” is that correct? I was in- 
terested in what might occur with some nationalities at least if we 
were to decide we wanted to requisition a ship flying their flag. 

Mr. Morse. My speculation would not be any more valuable than 
yours, Mr. Drewry. 

Mr. Drewry. Thank you. 

The CuHarrmaAn. Thank you, Mr. Morse. 

Mr. Doub, of the Department of Justice. 


STATEMENTS OF GEORGE COCHRAN DOUB, ASSISTANT ATTORNEY 
GENERAL, CIVIL DIVISION; AND PATRICK F. COONEY, ATTOR- 
NEY, ADMIRALTY SECTION, DEPARTMENT OF JUSTICE 


The Cuarrman. Do you have a general statement to make on this 
subject ? 

Mr. Dovus. Mr. Chairman, I believe that it would be helpful to the 
committee, before I discuss the Onassis settlement agreement and the 
later trust agreement, to explain the problems in connection with that 
settlement, because that will enable you best to evaluate it. 

Mr. Van Per. Mr. Chairman, would the gentleman identify him- 
self? 

Mr. Dovs. I am George Cochran Doub, Assistant Attorney General 
in charge of the Civil Division. I succeeded Judge Warren Burger in 
April 1956 and prior to that time I had been United States attorney 
for the district of Maryland for 3 years. 

The Cuarrman. At the same time, will you identify your associate, 

lease ? 

Mr. Dovus. Mr. Cooney has been a member of the Tanker Unit which 
was created in the Civil Division to handle this tanker litigation as 
a special trial unit that would concentrate on these cases. He has 
been with the Civil Division for many years and throughout these 
proceedings. 

Mr. Dorn. When you say “many years,” is that 10 years or is that 
15 years or is it 2 years ? 

Mr. Coonry. It is approximately 10 years. 

Mr. Dorn. Thank you. 
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Mr. Dovs. In June 1951, the Secretary of Commerce forwarded to 
the Department of Justice a series of reports for consideration by the 
Department as to possible violations of the shipping laws in connection 
with the sale or resale of American ships to aliens. The Department 
undertook an extensive investigation and the FBI did an enormous 
amount of work in connection with the cases referred to us that 
involved Onassis ships, a Chinese group that had purchased some ships, 
and the Kulikundis group, and I think another one. 

We set up this special Tanker Unit to conduct this investigation 
and, beginning in November 1951, we initiated the first forfeiture 
proceeding. Thereafter we seized a total of 50 vessels at ports 
throughout the United States and instituted simultaneously forfeiture 
proceedings, contending that the shipping laws had been violated in 
connection with these vessels. 

You might be interested to know of the practical operating problem 
we had in connection with those seizures. We did not wish to shut 
those ships down. We wished to keep them in operation, so we worked 
out an unprecedented plan under which there was a shoreside custodian 
appointed for each vessel by the court. We deputized the captain and 
the first mate of each vessel as deputy marshals. All the income 
derived from that vessel went into a trust fund or agency account of 
the shoreside custodian appointed by the court to operate and make 
payments of expenses. Therefore we did keep the vessels in operation 
but also maintained our control. 

Mr. Garmatz. How many vessels were involved ? 

Mr. Dour. Fifty were actually seized. 

Mr. Garmatz. Did you say 50 or 15? 

Mr. Dous. Fifty. We had forfeiture claims involving 93 vessels, 
including 40 T-2 tankers, 15 other tankers, 37 dry-cargo vessels, and 
1 whaling vessel, and that represented all the claims that have been 
actually settled. 

Under the settlement agreement the Government realized approxi- 
mately $30 million, consisting of over $22 million in cash, over $1,300,- 
000 in released claims against the United States, and approximately 
$6 million in present market value of T-2 tankers placed in the reserve 
fleet. 

Then we also required the aliens under some of the settlement agree- 
ments to transfer the control of the stock of operating corporations 
owning the vessels into trusts, and the philosophy of that was to estab- 
lish American citizenship control over the vessels. 

Mr. Ray. Mr. Chairman, may I ask a question ? 

The Cuatrman. Mr. Ray. 

Mr. Ray. Are you going to state the nature of the illegality which 
underlay your forfeiture claims ? 

Mr. Dovs. I would like to, sir, in connection with Onassis, because 
that was the case that we understood from your chairman you were 
particularly interested in. ; 

United States Petroleum Carriers and Trafalgar, 2 American cor- 
porations with American officers and directors, purchased 21 vessels; 
15 were bought from the Maritime Commission and 6 were purchased 
from American citizens. The Department of Justice contended that 
49 percent of the stock of United States Petroleum Carriers was owned 
by a Panamanian corporation and that corporation, we contended, was 
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controlled by Onassis. The other four stockholders of United States 
Petroleum Carriers were American citizens, concededly, but we con- 
tended that one or more of those stockholders were dominated and con- 
trolled by Onassis, so that basically our contention in this extensive 
litigation involving the Onassis ships was that these were in fact 
sales of vessels to aliens. 

In the case of the purchases by United State Petroleum Carriers 
from American citizens we contended that, since there were sales to 
aliens or an alien, the transfers had not been approved by the Mari- 
time Commission, and in the case of the purchases from the Maritime 
Commission we contended that that, too, was in violation of the law 
for the same reason. 

I would like to tell you what happened in that litigation because : 
will suggest to the committee, I think, some deficiencies, perhaps, i 
the applic able statutes. 

The CHarrmMan. Before you do that, would you put in the record 
the name of the two stockholders that were in question ? 

Mr. Dovus. The 4 American citizens who held title to 51 percent 
of the stock of United States Petroleum Carriers were Clifford N. 
Carver, Arne C. Storen, Nicuholas Cokkinis, and Robert L. Berenson. 

The Caarrman. Do you have the addresses of those gentlemen whom 
you named ? 

Mr. Dovs. No: I do not. 

The CuarrmMan. Do you have any identification of them ? 

Mr. Dovs. I will supply it. 

The CuHarrmMaNn. I wish you would. 

Mr. Dovn. I will be glad to, Mr. Chairman. 

(The information referred to follows :) 

Clifford N. Carver, Searsport, Maine, and Ryfield Road, Locust Valley, Long 
Island, N. Y. 

Arne C. Storen, sroadway, New York, N. Y., and 465 California Street, San 
Francisco, Calif. 

Nicholas Cokkinis, 525 Park Avenue, New York, N. Y. 

Robert L. Berenson, Cove Neck Road, Oyster Bay, N. Y. 

The CHarrMaAN. Did you designate the two about whom you were 
in doubt? You said in your statement that there were two. 

Mr. Dovs. I was going to give you the name of the corporation that 
owned 49 percent of the stock and which was organized under the laws 
of Panama, but it is a long name. I will just refer to it as Ariona. 

The CrarrMaNn. But you said in your statement that there were two 
American stockholders. 

Mr. Dovus. There were four. 

The CuarrMan. You were in doubt about all four? 

Mr. Dovus. We contended that Onassis controlled all of them but 
our case rested upon circumstantial evidence. 

It was the position of these four individuals that he did not control 
them at all, that they owned their stock outright and it belonged to 
them and they were not under any trust or other control or under any 
contract to Onassis, but we took a contrary position. 

Mr. Chairman, in the Onassis case that actually came to trial in- 
volving a vessel which we seized and attempted to forfeit in Wilming- 
ton, District Judge Leahy held that the forfeiture remedy of section 9 
of the shipping laws did not apply to a sale by Maritime to an alleged 
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alien. He held that it only applied to a sale by a citizen to an alien 
without the approval of the Maritime Commission. 

Well, these vessels had been sold by Maritime. We attempted to 
avoid that conclusion by contending that. the Maritime was a citizen 
but he rejected that and Chief Judge Parker of the fourth circuit 
expressed the same conclusion and the only remedy that the United 
States had for an improper sale by Maritime to aliens, if that were 
later established, was a suit for recision of the contract. I think that 
it emphasizes that the committee should consider whether there were 
adequate remedies for violations of these shipping laws that are under 
consideration. You will find that in the Surplus Disposal Act there 
are numerous civil remedies which are most effective and onerous, and 
we just do not think that a criminal proceeding | is an adequate solution 
at all to false representations to the M: ~ itime Commission. You have 
to prove not only that they are false, but you have to prove that they 
are wilfully false. You have to meet a heavy burden of proof estab- 
lishing the facts beyond a reasonable doubt and ordinarily your proof 
is predicated upon circumstantial evidence so that we would be very 
happy «nd I am sure counsel for Maritime would be happy also to 
collaborate with your counsel in the event you wish to consider that 
aspect of the prob lem. 

We also have several other technical points, but they are so technical 
that I will not go into them today, where we believe some improve- 
ments could be made. 

Mr. Drewry. What is the citation of that case, Mr. Doub? 

Mr. Coonry. The case in Delaware appears at 123d Federal Supple- 
ment, at page 216, and we appealed, of course, but it was held pre- 
mature and that is at 224th Federal Supplement, at page 117. In 
seein, there was another case in the fourth circuit called the Tito 

Campanello case where we had difficulties arising under section 9 of 
the Shipping Act. That is cited at 217th Federal Supplement, at 
page 751. 

Mr. Drewry. Thank you. 

Mr. SAnranceto. While you are on that, will you give the com- 
mittee the names of the attorneys that represented those parties? 

Mr. Cooney. I can give it to you in the Lake George case now 
because we were involved in that. I was personally involved. It was 
the law firm of Breed, Abbott & Morgan of New York City. I am 
not exactly sure of the name of the firm from Wilmington, but I will 
supply the full name very soon. 

Mr. SANTANGELO. I would appreciate if you gave me the names of 
the attorneys that represented the organizations involved in those 
forfeiture cases and any others that you had at that time. 

Mr. Cooney. Yes, sir. I will supply that for the record, but the 
principal firm here was Breed, Abbott & Morgan. I remember that 
because of personal participation and I will check and supply the 
others. 

Mr. Santancevo. All right, thank you. 

(The information referred to follows :) 

COUNSEL REPRESENTING So-CALLED ONASSIS COMPANIES IN SETTLEMENT 
NEGOTIATIONS WITH Crivin DIVISION 


Breed, Abbott & Morgan by Edward J. Ross, Colby Stilson, Charles H. Tuttle, 
15 Broad Street, New York 5, N. Y. 
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Bailen & O’Sullivan, 515 Madison Avenue, New York 22, N. Y. 
Hunt, Hill & Betts by Peter Moraites, 120 Broadway, New York 5, N. Y. 
Thomas R. Lincoln, Central American Steamship hacen: Inc., 655 Madison 

Avenue, New York 21, N. Y. 

Mr. Dovs. The settlement negotiations then began after that ad- 
verse decision to the Government of Judge Leahy. I think Onassis’ 
counsel first proposed a settlement under which they would pay $2 
million and later they came up to $3 million and then $5 million and 
finally we closed it at $7 million plus the fact that the settlement agree- 
ment of December 1955 also provided that he must within 6 or 7 months 
reorganize the control of those 21 vessels so that control would be 
vested in an American citizen or citizens. 

After the settlement agreement there ensued negotiations as to what 
form that control would take. His counsel proposed that individual 
trustees who were American citizens be the transferees of the stock. 
I refused to approve that and insisted that it would have to be a 
corporation with some experience in the shipping field and with sub- 
stantial assets. 

Onassis’ counsel suggested that we pick the trustee and I took the 
position that we would not do that because we wished to be absolutely 
free to take a position in the future that the trustee might have violated 
the spirit or letter of the trust agreement and we did not wish to feel 
that we had any obligations to the trustee so that finally the Grace 
National Bank was approved by me as the trustee because of its ex- 
tensive experience in the shipping field. It had capital and surplus 
of at least $10 million and after conversations I had with the president 
and the vice president in charge of their trust department I became 
convinced of their qualifications and high character. 

We also relied in connection with the establishment of this Ameri- 
can citizenship control on the type of directors which the trustee pro- 
posed and these were, of course, subject to our approval. I was very 
much impressed by the proposals made by the Grace National B: ink, 
They included some of the outstanding men in the shipping industry 
whom I know are familiar to the members of this committee, Captain 
Conway, Admiral Moran, and others. 

The trust agreement, answering Mr. Robeson’s point made to Mr. 
Morse earlier, is for 15 years. 

Mr. Rosrson. I do not think I made it. I do not happen to be a 
lawyer. I do not want to be involved with that. 

Mr. Dour. I guess it was someone else. The trust agreement was 
for 15 years which will be beyond the normal life of the trusteed 
vessels, There is a right of revocation by Mr. Onassis, but he cannot 
control the exercise of that right. He has no right of revocation if 
any American vessels rcmain in this trust and no American vessel 
can be sold out of this trust without the concurrence of three-fourths 
of the board of directors. 

Now we only gave Onassis one representative on the board of di- 
rectors of the operating corporations. The others were all indepen- 
dent directors appointed by the Grace National Bank and we approved 
them. Therefore, there cannot be any sale of even one ship from 
that trust without the concurrence of the independent directors. If 
all the vessels are no longer in the trust by virtue of the fact that they 
have been lost or destroyed or broken up or sold, then there is no 
further purpose from our point of view of continuing the trust. 
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We are only interested in the independent American citizenship 
control of those vessels. Under those conditions the grantor of the 
trust has a right of revocation. 

Mr. SantanceLo. Mr. W itness, in the event that that happens, 
who is the beneficiary ? : 

Mr. Dous. The beneficiaries are 2 American citizens, 2 minor 
children of Mr. Onassis. 

Mr. SAntTANGELO. That is under the trust, but if the trust is re- 
voked who becomes the beneficiary ? 

Mr. Dovs. Well, all accumulated income would go to those Ameri- 
can citizens. 

Mr. San'ranceto. Which American citizens? 

Mr. Dovs. His children. 

Mr. SanranceLo. Would it not revert back to the grantor of the 
trust ? 

Mr. Dovn. Not the accumulated income. I think the capital assets 
would. 

Mr. Sanranceto. The capital assets would revert back to Onassis. 

Mr. Dovs. That is right, but bear in mind that there would be no 

vessels at that point in the trust. 

Mr. Sanranceto. In other words, specifically if the 14 ships taken 
care of in the trust had title turned over to foreign countries the trust 
would expire and the capital assets would revert back to Onassis. 

Mr. Dovs. Well, the mere transfer of the flag of a vessel would 
not affect the trust at all. This right of revocation can only come 
into being when there are no vessels owned by the trust whether 
they are under foreign flag or domestic flag. 

Mr. Sanrancero. If title to the 14 ships were turned over to 
foreign countries, then by reason of the terms of the agreement that 
trust would come to an end and the capital assets would revert back 
to Onassis. 

Mr. Dovus. No. That is not correct. As Mr. Morse mentioned, we 
provided in this trust agreement that if any vessels should thereafter 
be transferred foreign, with approv: al of the Maritime Commission, 
of course, at least 75 percent of such owning corporations should be 
held in the trust for its duration for the benefit of these American 
citizens. 

Now, it is true that the beneficiaries of this trust are Mr. Onassis’ 
children, but we did not feel that we should treat them as second- 
class citizens for that purpose. We did not care who were the bene- 
ficiaries, provided they were American citizens. 

Mr. Sanrancero. Is there any other method whereby the trust can 
come to an end? 

Mr. Dovun. I think if the grantor becomes a citizen of the United 
States, or if the Maritime Administrator consents to revocation. 

Now, I might say that the Maritime Commission was accorded vari- 
ous powers of approval, for instance, in connection with this build- 
and-transfer authority, a permissive authority which we gave to the 
trustee because every other American citizen had it; but it was subject 
to the approval of Maritime. I wrote a letter upon the execution of 
this trust agreement to the Maritime Administrator, st: iting what its 
purposes were and that any approvals given by the Maritime Admin- 
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istrator should carefully accord weight to the purposes of this trust 
agreement. 

Mr. SantanGeo. I have one other question. 

What were the ages of the children who are beneficiaries / 

Mr. Cooney. I do not recall their exact ages, but the trust makes 
clear that the trust continues until they become of age; in other words, 
so that he will not have any benefits of the accumulated income while 
they remain minors, 

Mr. Sanrancero. In other words, another method of revocation is 
the attaining of 21 years of age by the children ¢ 

Mr. Coonry. They are citizens. 

Mr. SANTANGELO. I am asking the question. 

Mr. Cooney. It is not revocation. 

Mr. Dous. When they become of age, they can have the stock. 

Mr. SanranceLo. At which point the capital assets would revert 
back to Onassis? 

Mr. Coonry. No. If there are ships, the children who are citizens 
get the ships. ‘There is nothing in the way of ships which reverts to 
Onassis. 

Mr. SantanGceLo. What capital assets revert to Onassis in the event 
of the revocation ¢ 

Mr. Coonry. Let me say this: It is a contingent right after deci- 
sions made by the directors and the trustees; and what there would be 
at that time, I do not know. 

Mr. SantanGce.o. What is the corpus of the trust / 

Mr. Dous. Well, the corpus of the trust consists primarily of these 
vessels and the income realized from their operation. 

Mr. Santancevo. If the children reach the age of 21, or the age of 
majority, then the corpus reverts back to Mr. Onassis / 

Mr. Dous. No; then it goes to these then adult children. I said that 
this trust lasted for 15 years. I will state it another way. It con- 
tinues until December 11, 1971, and that is the date on whic h the j junior 
of the 2 children reaches 21. At that time this trust property would 
go to those two children. 

Mr. Miter. Would the gentleman yield? 

Mr. SAN'TANGELO. Yes, sir. 

Mr. Mitter. I am not a lawyer, so that I get a little lost as to the 
corpus of this trust. 

Assume that, after getting all of the permissions necessary, one of 
these ships is sold, representing a capital asset. Does that capital 
asset then go into this trust or, when the trust is dissolved, does 
the price that was paid for this ship revert to Mr. Onassis? 

Mr. Dovus. Nothing reverts to Mr. Onassis upon the sale of any 
capital asset. 

Mr. Mutter. I said when the trust is dissolved in 1971. I can see 
where he is not going to get this price that is paid for this ship now, 
but in 1971 does this capital asset, if there are any capital assets at 
that time, revert to him ? 

If the ship is lost at sea, I presume that the insurance would go into 
that capital asset fund. 

Mr. Dovus. That is right. Upon the termination of this trust in 
1971, the capital assets, the corpus, the accumulations of income, if 
any, will go to these two children. If 1 ship or 2 ships or 3 ships are 
sold by the trustee, the proceeds go back into the trust and presumably 








»f 


ib 
l- 
r 


STUDY OF VESSEL TRANSFERS 175 


they would purchase additional ships, or make other investments of 
the funds. 

Mr. SANTANGELO. What capital assets then does Onassis get upon the 
termination of the trust, either by expiration of time in 1971 or by 
approval of the Maritime Service when the ships are sold out? 

Mr. Dous. Well, if the trust continues for its duration, he will get 
nothing. They will go to those two children. Now, if during the 
interim period, or during the continuance of the trust, the trustee 
has sold all of the vessels with the concurrence of three-fourths of 
the members of the board of directors that is required, and there are 
no ships in the trust, then Mr. Onassis does have a right of revocation 
and, if he revokes, the trust property would revert to him. 

Mr. SanTanGce.o. What trust property ? 

Mr. Dour. Well, there would be the proceeds of the vessels. 

Mr. Atiten. Mr. Chairman. 

Will the gentleman yield for a few questions ? 

Mr. SANTANGELO. Yes. 

Mr. Auten. Do I understand that the trustees own vessels, or do 
the trustees own stock in corporations that own vessels ? 

Mr. Dovus. Mr. Allen, that is a good point. 

Actually, the Grace National Bank as trustee owns stock in these 
operating ¢ omp: inies, United States Petroleum Carriers and Trafalgar. 

Mr. ALLEN. W ould it follow that the trustee would never have any- 
thing in its possession except stock or income from stock ? 

Mr. Dovs. Well, if the trustee sold the stock of the operating 
corporations, he would have the proceeds of the stock, and the trustee, 
which is an American citizen, has complete control of these corpo- 
rations because we required Onassis to transfer not 51 percent of the 
stock into these trusts of the operating companies, but we required 
him to transfer 75 percent of it. 

Mr. Auten. Then, is it true that the trustee will have only stock or 
the proceeds therefrom, either capital or income, and that the ships 
are owned by corporations in which Onassis has 25 percent of the 
stock, and in that connection the corporate earnings would be dis- 
tributed as any corporate earnings of any other corporation would be 
distributed ? 

Mr. Dovus. Ithinkthatistrue. He would. 

Mr. Atren. And the control of each corporation that has any in- 
terest in the ships is by the election of directors by the trustee, who 
has 75 percent of the voting power? 

Mr. Dovs. That is right, ‘of the voting power, and also the trustee 
has appointed 4 out of 5 directors of each company. 

Mr. Auten. Thank you. 

Mr. Curtin. Would the gentleman yield for a question? 

Mr. SANTANGELO. Yes, sir. 

Mr. Curttn. Is there any contingency in the trust in case of the 
death of either or both of these 2 children before reaching the age 
of 21? 

Mr. Dovs. If both of them die before reaching 21, the trust termi- 
nates. 

Mr. Curtin. Who gets the benefits of the property if the two chil- 
dren are dead ? 
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Mr. Dous. Article fourth provides that— 


* * * upon the termination of the trust created hereby, the trustee is directed 
to transfer and pay over the principal of the trust to the remaindermen, who 
shall be the same persons who were the beneficiaries of the income therefrom 
immediately prior to the date of termination, in the same proportions as such 
income was then payable to them, provided, however, that if the trust termi- 
nates upon the death of an income beneficiary the share of principal which 
would have been payable to him or her if he or she had survived, shall be paid 
to his or her then |'ving issue per stirpes * * * 


So that, if they left children, it would go to them— 


or such issue failing, to the other income beneficiaries in proportion to their 
respective shares in the balance of said principal. 


I think that the only way that Mr. Onassis could participate in that 
remainder would be if both children died without leaving any issue. 

I would like to submit for the record my letter to the Maritime 
Administrator dated July 31, 1956, in accordance with the request of 
the chairman. 

(The letter referred to follows:) 

JULY 31, 1956. 
Re United States Petroleum Carriers, Inc., et al., Settlement agreement dated 
December 21, 1955 (D. J. No. 146-200-630) 
CLARENCE G. Morse, Esq., 
Maritime Administrator, Maritime Administration, Washington, D. C. 

Dear Mr. Morse: The enclosed proof of a trust agreement between A. §. 
Onassi sand Grace National Bank is considered by the Department as satisfac- 
tory within the purview of article IV (a) of the subject settlement, and the 
grantor and the trustee have been so informed. The basic objective of the trust 
agreement from our viewpoint is to insure future control of United States Pe 
troleum Carriers, Inc., and affiliates by the Grace National Bank as trustee for 
the benefit of American beneficiaries. Consequently, caution should be exercised 
in granting any approvals under the trust indenture to ascertain that approval 
is not granted to any acts which might hereafter be deemed prejudicial to the 
basic objectives of the trust. 

This will also confirm our understanding that your office has no objection to 
article 7 of the trust indenture. As you know, representatives of both the trustee 
and grantor have advised us that this provision is necessary for the purpose of 
permitting the trustee, if he deems it advisable, to carry out a program for 
construction in United States shipyards of new tankers, which program we were 
also advised, has already been discussed with you by U. S. Petroleum Carriers, 
Inc. We have insisted on provisions in article 7, and they are included in the 
enclosed proof, to the effect that any foreign corporation which may acquire with 
your approval any tankers now owned by U. 8S. Petroleum Carriers and affiliates 
must be a corporation in which 75 percent of the stock is owned by citizens; and 
any trust arrangement relating to such stock must be approved by you. The 
trustee must be the Grace National Bank or another citizen trustee approved by 
Maritime. Article 7, to preclude any argument as to the broad scope of the 
discretion resting in the Maritime Administrator, has been broadened in the 
enclosed proof to include a clause that any “program undertaken pursuant to 
the provisions of this article 7 shall only be undertaken subject to such approvals 
and requirements of the United States Maritime Administrator as he may deem 
to be required or appropriate.” We approved article 7 of the trust indenture 
because of confidence that your office would approve only such program as, in 
your expert judgment, accorded with the declared national policy of fostering 
the development of a merchant marine under the United States flag, owned and 
operated by citizens of the United States. 

Yours very truly, 
GrorGE CocHRAN Dour, 
Assistant Attorney General. 


Mr. Torierson. May I ask the witness a question, Mr. Chairman? 
The CuatrmMan. Yes. 
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Mr. Totuerson. When you originally started these actions, and 
particularly this one, did you have in mind getting the ships back 
for the United States? 

Mr. Dovus. Well, our legal proceedings were forfeiture proceedings 
and, if the cases had not been settled, Mr. Tollefson, and if we had been 
successful, the vessels would have been declared forfeited to the United 
States and they would have gone into our reserve fleet. 

Mr. Totterson. Your primary objective in the original instance was 
to get the ships back ? 

Mr. Dovus. That is right. 

Mr. TotueFson. What about the money that was paid for them? 
What would have happened to that? 

Mr. Dous. We would have retained that. 

I might say that what we accomplished was that, in addition to the 
original purchase price paid for the ships, we obtained $7 million. 
Now, that $7 million at the time of the settlement represented the 
difference between the amount of the mortgages on the 21 ships and 
their fair market value. The 21 ships were ‘then mor tgaged to the ex- 
tent of $14 million and the ships had a value at the time of the settle- 
ment of $21 million. 

Therefore, we obtained the full equity which Mr. Onassis had in 
these ships, assuming, as we contended, that he was an alien owning 
and controlling the vessels, in spite of his postion and the position of 
his counsel tha. he did not, that at the most he merely had a 49 percent 
interest in them through this Panama company. 

Mr. Toi.erson. So that the United States Government has not lost 
on this transaction ? 

Mr. Dovs. We do not think so. The Attorney General felt, and 
Judge Burger felt and I feel, that this was a splendid settlement. 
I know that the Maritime Commission did not have xny hope that we 
would be successful in these cases. They had approved these sales and 
they had considerable information about them. They did not have 
all the information that we had after an extensive FBI investigation, 
but I do not think that they could be expected to undertake, in the 
case of every sale, the same extensive investigation that the Depart- 
ment of Justice made for litigation purposes. 

Mr. Garmatz. In what years were these sales of these ships made? 
Do you have those dates ? 

Mr. Dousn. In 1948 and 1949. 

Mr. Garmatz. It was not done under this present Maritime Admin- 
istration. 

Mr. Dous. No, it was not, Mr. Garmatz. 

Mr. Garmatz. That is all. 

The CuHarrman,. You may proceed, sir. 

Mr. Dovus. I believe you may have a number of questions on this 
settlement. I will be glad to answer. 

The CuHamman. | want the record to show the full transaction as 
to what you did, as to the settlement, and whether you had any col- 
laboration with the Maritime Administration, and what part they 
played in this transaction. 

Mr. Dovs. Well, the Maritime Administration definitely approved 
this settlement before it was made. I think that the Navy Depart- 
ment approved it also. 
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It was given the most extensive consideration, Mr. Chairman, by the 
Department of Justice. 

I might say that several of the senior men in our Admiralty Section, 
experienced ‘admir: alty lawyers, felt that we could not be successful 
in the case, and we took a contrary position. 

Also, there were submitted to us some opinions of very prominent 
law firms in New York that Mr. Onassis had apparently relied upon 
that there was no violation of the shipping laws; but we disregarded 
all of those things and aggresively pursued our seizure and forfeiture 
poli cy, and we vsaliond t in this ease and the ihe xr eases $30 million 
for the Government. and we also trusteed these and other vessels whic h 
we feel did est ablish American citize nship control over these vessels 
during their prebable life. 

Mr. Totuterson. May I ask another question / 

The Cuarrman. Mr. Tollefson. 

Mr. ‘TOLLEFSON. In consideration of these cases, has there ever been 
a finding in court that more than 49 percent of the corporate stock 
in the corporation which purchased the ships from the Government 
was held by a fore 10N C] it izen 

The allegation was that 49 percent of the stock was held by 
Onassis-controlled corporation, and that 51 percent was owned by 4 
American citizens, but you contended that 1 or more of those 4 was 
under the control of Onassis. 

Was there ever a finding made } In court on that point ¢ 

Mr. Dovurn. No, there was not, 

Mr. Totuerson. That has never “ae established 7 

Mr. Dovus. That has never been established. We had many diffi- 
culties of proof because our proof as to Mr. Onassis’ control of one 
or more of those American citizens was largely circumstantial and 
they denied it. He denied it. 

Mr. Totterson. You took a long shot. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. Mr. Doub, there were certain criminal actions brought 
in connection with these transactions, too, were there not? Was there 
not a plea of guilty by the corporations in the criminal action ? 

Mr. Dous. There were some pleas entered on the same day that this 
settlement agreement was executed in December of 1955 in the District 
Court in the District of Columbia by a number of the defendants, but 
I am not familiar, Mr. Counsel, with those criminal cases and if you 
are interested in them I suggest that you call Warren Olney, head of 
the criminal division, because they were handled under his direct 
supervision. 

Mr. Drewry. I thought that might have some bearing on the ques- 
tion Mr. Tollefson asked. Was it in any way a part of the overall 
settlement ? 

Mr. Dovus. The records of the civil division show that all the eivil 
division negotiated was the civil liabilities in connection with the 
suits that we brought. 

Now, what the relationsh »p was between the settlement of the civil 
cases and the disposition of the criminal cases, I think coul ¥ only be 
stated by Mr. Olney or Mr. Burger. 

Mr. Sanrancero. Mr. Witness, was it a coincidence that it hé appened 
on the same day? 
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Mr. Dovs. It was definitely not a coincidence and there was a 
relationship, but what it was, only Mr. Olney could tell you. 

Mr. Totierson. Thank you. 

Mr. Drewry. Thank you. 

The Cuaiman. In drawing up the trust was the criminal admis- 
sion taken into account ? 

Mr. Dous. We took into account all the factors that were involved. 
I do not like to talk about those criminal cases because I am not sure 
what they involved. 

The CuHarrMan. You approved the trust. 

Mr. Dovus. I did, and I assume full responsibility for the trust. 

The CnatrmMan. That is the reason I asked you that question. 

Mr. Dovs. That is right. I would say we took into consideration 
all the facts. What we were doing in this trust agreement was 
merely executing the settlement that had been made in December 
1955, which provided that in addition to the payment of the $7 
million there would be such a reorganization as would vest control 
of these ships in an American citizen or citizens. I was carrying 
out that mandate of the settlement agreement. I am satisfied that 
we achieved that result. 

The Cuatrman. I presume Mr. Onassis made a statement under 
oath or by affidavit that he only owned 49 percent of the stock. What 
was his explanation when he put up 75 percent of the stock? 

Mr. Dovus. His counsel] represented that it had been necessary ne 
him to pure chase those additional sh: ae and that he had had to pay ' 
very high price for them in order to meet our requirement that 
75 percent of the stock would have to be deposited in the trust. 

The CHarrMan. Since you drew the provisions, did he conclu- 
sively show you that he went out and purchased this stock by any 
stock records or book records ? 

Mr. Dovun. No; I did not care how he did it. All I was interested 
in, Mr. Chairman, was that 75 percent of the stock of those corpora- 
tions would be deposited in the trust. We had contended throughout 
the litigation that he controlled more than 49 percent of this stock 
and how he accomplished it was not really of interest to me. The 
case had already been settled at that point. 

Mr. Totierson. In other words, you did not believe his original 
statement that he owned only 49 percent. 

Mr. Dovus. His statement was not consistent, I will put it that way, 
with the Government’s contention throughout. 

Mr. Sanrancero. In any event, he did produce the 75 percent of 
the stock. 

Mr. Dour. He did. 

Mr. Mitier. How many other children has he? Do you know that? 

Mr. Coonry. I think these are his only two children at the present 
time. 

The CHarrmMan. In the case of the new — that are being built 
you say that this trust would expire should these children die before 
coming to the age of 21 and under certain other provisions. What 
would be the status of the two new ships that are being built? 

Mr. Dovus. Mr. Chairman, all this trust agreement which we nego- 
tiated and approved provides with respect to new construction is to 
give the trustee the power, subject to the approval of the Maritime 





180 STUDY OF VESSEL TRANSFERS 


Commission, to undertake new construction. Now, it was represented 
to me by Mr. Onassis’ counsel that every other American citizen was 
entitled to apply to the Maritime Commission under its program 
and, since this was going to be an independent trustee, the Grace 
National Bank, owning the stock of 75 percent of these American 
companies, that they should be permitted to exercise the same privi- 
lege. That seemed logical to me, but I did make it subject, of course, 
to the approval of Maritime and I have not been kept advised of any 
subsequent application that was made by these corporations to Mari- 
time or I did not even know until I heard the testimony the other 
day that an application had been approved. 

I might say that it was suggested at one point that that should 
be subject to the approval of the Department of Justice. I took 
the position that the Department of Justice was not qualified to pass 
on or approve any oper: ating problems with respect to shipping. 

The CuatrMAn. But you made the provision in the trust that they 
could build new ships. 

Mr. Dovs. I only gave the trustee a permissive power in accordance 
with the universal standards of trust agreements of giving trustees 
full powers. That does not mean that they had a right to it. Mari- 
time could have declined their application. 

However, I did not feel that the Department of Justice could be 
deciding questions that might involve national policy and congres- 
sional policy y. 

The CuHarMan. In your opinion then, would the future of these 
two new ships be ap pplic cable to the existing laws as respecting trade 
out or sale foreign’ In other words, would they have to remain 
under the American flag and remain under American operation should 
the trust be dissolved ? 

Mr. Dovs. Well, all I can talk about in answering your question, 
Mr. Chairman, is the provisions of this trust agreement. 

The Carman. You are a pretty good lawyer or you would not 
have your position. I want to ask you this question, in your opinion, 
to get it on the record here: What would be the future of these two 
ships ? 

Mr. Dovs. If new vessels are constructed in an American yard 
and they come into this trust, they cannot be sold or transferred out 
by the trustee or the operating companies. 

The CHAIRMAN. We will have to adjourn until Monday. 

[ know that one of the committee who is absent today is very 
greatly interested in this subject. I want to accord him the courtesy 
of having you answer such questions as he may desire. 

Mr. Totierson. Mr. Chairman, before ‘you leave, may I be 
recognized ? 

The Carman. Will you be prepared then to put this answer in 
the record so that we will know just what will be the future? 

Mr. Dovus. I will be glad to, Mr. Chairman, 

The Cuarman. Mr. Tollefson. 

Mr. Totierson. May I ask Mr. Morse one question, because he may 
not be here Monday. 

Mr. Morse. I will be here Mond: ay, if you wish. 

Mr. Touterson. May ships built in American yards be transferred 
foreign without your approval? 
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Mr. Morse. No, sir. 

The CuHarrman. Mr. Doub, I am sorry that we have had to keep 
you from your duties, but we do appreciate your coming. I want a 
general statement on the other transactions of this nature. 

The committee will stand adjourned until 10 o’clock Monday 
morning. 

(Whereupon, at 12:15 p. m., the committee recessed to reconvene 
at 10 a. m., on Monday, April 1, 1957.) 
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MONDAY, APRIL 1, 1957 
House Or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presid- 
ing. 

The CHamman. The committee will come to order. 


FURTHER STATEMENT OF GEORGE COCHRAN DOUB, ASSISTANT 
ATTORNEY GENERAL, CIVIL DIVISION; ACCOMPANIED BY 
LEAVENWORTH COLBY, CHIEF, ADMIRALTY AND SHIPPING 
SECTION, DEPARTMENT OF JUSTICE—Resumed 


The Cuarrman. Mr. Doub, have you read the transcript of the 
hearing on Friday? 

Mr. Dous. I read my own testimony ; yes, sir. 

The CHarman. What I want is to get are your actions in the 
Onassis case and the two other cases, so that we will have it as a matter 
of record. 

Mr. Dovus. Yes, Mr. Chairman. 

May I first answer for the record the two questions that you put 
to me just before the recess? 

The CHarrMan, Yes, sir. 

Mr. Dous. At the recess the chairman asked me to be prepared 
this morning to answer the following questions: Would the existing 
shipping laws with respect to trade-outs or sales foreign be applicable 
in the future to the two ships proposed to be constructed in American 
yards for the shipping corporations controlled by the Grace National 
sank and those shipping corporations are those that the Department 
of Justice contended were controlled by Onassis in the litigation. 

My answer is definitely “Yes.” All existing maritime laws are 
applicable to the ships of the corporations whose stock is trusteed. 
The trust agreement does not relieve these corporations or the Grace 
National Bank as trustee and controlling stockholder from the obli- 
gation to comply with the shipping laws. That is true not only as to 
ships owned but as to any ships which may be constructed or acquired 
in the future. 

The chairman also asked whether these ships would have to remain 
under the American flag and under American operation in the future. 

My answer is that they could only be transferred to a foreign flag or 
ownership with the approval of the Maritime Commission as author- 
ized by law as in the case of any other American vessels. 

183 
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Under the explicit terms of the trust agreement they could only be 
sold whether to American citizens or to noncitizens upon the author- 
ization of three-fourths of the members of the board of directors and 
the express approval of the trustee, the Grace National Bank. 

Furthermore, I stated clearly to the president, and the vice presi- 
dent in charge of the trust department of the Grace National Bank 
that this trust agreement would not immunize the corporations or the 
ships or the trustee from liability for any violation of the shipping 
laws, and finally, the trust agreement provides explicitly that the 
trustee will not permit any operations to be carried on by vessels 
owned, or controlled by the operating corporations contrary to law, 

I was interrupted, Mr. Chairman, by questions in the course of my 
statement as to events leading up to the Onassis settlement and with 
your permission [ would like to explain in a little more detail some 
of our problems in connection with this litigation. 

The Cuatmrman. I want you to do that, but before you leave this, the 
purpose of that question was to determine that, should these two chil- 
dren die, this trust agreement would be ended. Then I asked the 
question, “Then who would operate these two ships and what would be 
their status?” That was the motivation for that question. That is 
your answer which you have given there / 

Mr. Dovus. That is my answer, plus the trust provisions. 

The Cuamman. Who would operate the ships ? 

Mr. Dovus. Then you would have an inheritance situation and the 
trust agreement provides that upon the expiration of the trust after 
the 15-year period or an earlier period, if both the children of Onassis 
died that then the trust property would go to the children’s heirs, but 
even then I put in some precautionary language that they would have 
to go to American citizens. 

It provides that upon termination the prince ipal is payable to the 
remaindermen who are the same persons as the income beneficiaries. 
If the trust property includes a shipping corporation or the stock of 
a shipping corporation, no person other than a United States citizen 
may be a remainderman. 

That would eliminate Onassis since he is not a citizen. 

I would like, Mr. Chairman, to discuss now in somewhat more detail 
some of the problems which we had. 

The Cuarrman. Without interruption, I want you to put in just 
what transpired in this case and in the other two cases. 

Mr. ZetenKo. Mr. Chairman, before the witness proceeds, I wish he 
would indicate whether he is talking about the civil case or the crimi- 
nal case or both. 

The CHatrman. There is a representative of the Justice Depart- 
ment on the criminal case here this morning, is there not? 

Mr. Dovs. Mr. Warren Olney, Assistant Attorney General in 
charge of the Criminal Division, ‘will be present in a few minutes at 
the request of the chairman, to discuss the disposition of the criminal 
cases which were handled under his personal supervision. I am dis- 
cussing solely the civil litigation which is all that was handled by the 
Civil Division of which I am the head. 
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Mr. Zetenko. That is what I wanted to clear up, Mr. Chairman. 

The Cuarrkman. But in reaching the final settlement, you collabo- 
rated, did you not? 

Mr. Dovus. Mr. Chairman, the records of the Civil Division do not 
show any collaboration at all but, as I stated the other day, I am sure 
that Judge Burger, who was in charge of the Civil Division at the 
time of the December 1955 settlement agreement with Onassis, must 
necessarily have discussed the disposition of the criminal cases with 
Mr. Olney, but I feel that they are the only ones that are qualified to 
discuss that because I was not in the Department at that time. 

The Carman. Go ahead then. 

Mr. Zevtenko. Mr. Chairman, I will not interrupt during the course 
of the witness’ testimony and I just want to understand what he said. 
He said that Judge Burger might have information on the question 
of collaboration between the civil and criminal cases of Onassis, is that 
right, Mr. Witness / 

Mr. Dous. I am sure he would, because he was the head of the 
Division and also, Mr. Olney would, and Mr. Olney will be here this 
morning. 

Mr. ZeLENKo. Do you think we can get Judge Burger here? 

The Cuarrman. I will attend to that if I think it is necessary. 

Will you identify the gentleman sitting with you? 

Mr. Dous. This is Mr. Leavenworth “( ‘olby, the Chief of the Ad- 
miralty and Shipping Section of the Civil Division. I might say that 
Mr. Cooney is ill today and is unable to be here. 

I described on Friday the seizure and forfeiture program which 
the Department of Justice initiated under which the United States 
seized approximately 50 vessels involved in the Government’s claims 
that the shipping laws had been violated. I would like to submit for 
the record a list of all the vessels involved in those seizures with their 
dates and the places of seizure for the record. 

The Cuarrman. Are these vessels in the three cases which we are 
discussing ? 

Mr. Dous. They are listed by groups so that all the vessels that we 
attributed to Onassis’ control are listed together and then there is 
the Niarchos group, the Chinese group, the Kulikundis group, and 
others. 

The Cuarmman. That is what you are submitting for the record at 
this point ? 

Mr. Dovus. Yes, sir. 

I would like also to submit a chronological list of the ship seizures 
for the record. 
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(The information referred to follows :) 


Vessels involved in so-called Kulukundis cases 


Place of seizure District of libel and seizure 


I. SEATRADE GROUI 
Seatrade Corp. (N. 
German Tankers 
Risano 
Krussa 
Else Basse 
Daniela Borchard 
Ramapo 
Tagalam los Angeles 
T-2 tankers: Queenston Heights New York 
rade Corporation of Delaware 
Victories 
Sa Ainecelo Victor 
Newherry Victory 
Aegean Marine Corp.: Liberty 
Trojan Tra ter 
Tramp Shipping & 
tion Corp 
Liberts Ww’. 2. 


Esso tankers 


Southern district, 


Seat 


t 


Oil Transport 
\icCormic k 


ytheas 
oxe1don 
hip Co., Ine 
Libert Shinnecock Bay Norfolk Eastern district, Virginia 
Esso tankers: Amphitrite 
American Tramp Shipping Develoy 
ment Corp T-2 tankers: Sf 
Cre 
U. § 
Compass ( 
Philadelphia 
wal 
Libertys: 
National Servant 


Veritas Ste 


Waterways Corp.: Liberty Baltimore Maryland 
iid to Pezas & Lo 


Marine Corp. (Dela- 


Sea le rius 
T-2 tanker: Potrero Hills 
Potrero Corp.: T-2 tanker: Oleum... 
Cienega Tanker Corp 
T-2 tankers 
Santa Paula 
Lompow 
Prewar tankers 
Paul M. Gregg 
L. P. St. Clair 
A. C. Rubel 


Baltimore Maryland 


Il. METRO GROUI 
Metro Petroleum Shipping Ce , Ine 
T-2 tanker: S ler Wilmington, Calif 


Liberty: Ragnar Maess-. 
Metro Steam hip © rp 


ectwa 


Eastern district, Pennsylvanii 


ELAM SHIPPING GROUP 


ng Corp.: Liberty: San 


California 
Southern district, New Yor! 


Southern district, California 


Date of 
seizure 


| Jan. 10, 1955 
Jan. 28, 1954 
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Vessels involved in so-called Niarchos cases 


Place of seizure District of libel and seizure Date of 
— seizure 
f caspase nencenparenmniotinemamneiatintcdanentnaaniitti steals lal ee si wine aia 
North American Shipping and Trad- | 
ain ing Co., Inc.: 
T-2 tankers: | 
Seven Seas... ' San Francisco. Northern district, California...| Mar. 14, 1953 
Jeanny .do < .do : _....| Mar. 21, 9533 
Memory... Wilmington Delaware ao na dees Mar. 14, 1953 
Merrimac . Delaware River New Jersey- .--| Mar. 5,1953 
Monitor Paulsboro Dikiiicns .---| Feb, 16, 1953 
Ee Wilmington____- ea | Mar. 9, 1953 
Liberties } 
Mohawk Philadelphia_ Eastern district, Pennsylvania.| July 29, 1953 
- Mojave.. Wilmington_- Delaware J .| Aug. 7, 1953 
1955 Mohican --| New York-.-.. Southern district, New York..| Aug. 31, 1953 
1904 American Pacific Steamship Co.: | 
T-2 tankers 
Ampac California ....| New Bedford Massachusetts _....| Aug. 4,1953 
Ampac Washington (sold) - Baltimore.-._-_- Maryland cial Sept. 11, 1953 
Liberties 
Ampac Oregon . Boston...- ...| Massachusetts - - -- Silt els Nov. 9, 1953 
Ampac Idaho New York........ | Southern district, New York Aug. 24, 1953 
Ampac Nevada ; Philadelphia. - Eastern district, Pennsylvania.}; Aug. 31, 1953 
Ventura Steamship Corp.: T-2 | 
tanker: Ventura Port Arthur. Eastern district, Texas........| May 23, 1953 
American Overseas Tanker Corp.: 
T-2 tankers | 
Owyhee Orange do eee OL 
soa Fort George; jurisdiction by ..do.. do ..----| Feb. 10, 1956 
100 consent; seizure waived. 
Umatilla _.do.. _.do oad ee Dee. 15, 1955 
Yamhill. ; : do tts wit Do. 
Gervais & Beaumont... ..--- ee July 15, 1954 
! 4 ax - —_ 
Vessels involved in so-called Chinese cases ° 
} 
1956 Place of seizure District of libel and seizure | Date of 
» £009 | seizure 
Meacham Corp: T-2 tanker: Meach- | Norfolk... Eastern district, Virginia_.....| Nov. 9, 1951 
am (sold | 
Trans-World Maritime Corp.: T-2 | New York.--. Southern district, New York..| July 20, 1953 
tanker: Antelope Hills. | 
Colonial Steamship Co.: T-2 tanke1 
Kettleman Hills 
American Viking Corp.: 
T-2 tankers 
St. Christopher San Francisco Northern district, California Mar. 23, 1953 
Destiny Los Angeles Southern district, California June 18, 1953 
i Arctic Tankers, Inc.: T-2 tanker: New New York Southern district, New York Apr. 20, 1953 
1954 London. 
954 


Vessels involved in so-called Pezas and Los group 


Place of seizure Dist f libel and seizure Date of 
seizure 
PEZAS GROUP 
Compass Steamship Corp.: Liberty Baltimore Maryland Dec 1, 1954 
Compass 
Pegor Steamship Corp Liberty 
Pegor 
Paroh Steamship Corp Liberty 
inning 
LOS GROUF 
Arc Steamship Corp.: Liberty: Ch 
Trader 
; iy r Libert 
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Vessels involved in Transfuel and Drytrans group 


Date of 
seizure 


| Place of seizure District of libel and seizure | 
| 


TRANSFUEL GROUP 


Transfuel Corp.: Liberty cargo 
William H. Carruth 
Drytrans, Inc.: 
Liberty cargoes: 

Cecil N. Bean 
Frederic C. Collin 
Catherine 
Albion 


Vessels involved in so-called Onassis cases 


Place of seizure District of libel and seizure Date of 
seizure 


United States Petroleum Carriers, | 
Inc 
T-2 Tankers: 
trickaree New York Southern district, New York Apr. 1,1953 
Camas Meadows (sold for | 
scrap). 
Fort Bridger ; ‘ Mobile... Southern district, Alabama Dec. 5, 1955 
Lake George Wilmington Delaware Mar. 24, 1953 
Rattle Rock 7 New York Southern district, New York Mar. 27, 1953 
Camp Namanu do_.. do 
Stony Point CNet do 
Victory Carriers, Inc | 
Victory dry cargoes: 
imes Victory — | Los Angeles Southern district, California Aug. 6, 
Coe Victory San Francisco.....| Northern district, California Aug. 10, 
Coeur D’ Alene Victory - - do do Sept. 14, 
Jefferson City Victory Philadelphia Eastern district, Pennsylvania_| Aug. 30, 
Longview Victory.- Los Angeles Southern district, California Aug. 17, 
Mankato Victory | San Francisco. Northern district, California Sept. 28, 
Northwestern Victory _-. New York Southern district, New York Aug. 6, 
Liberties 
Lewis Emery, Jr San Francisco Northern district, California July 31, 
Heywood Broun “ | Tacoma.... Western district, Washington | Sept. 28, 
Western Tankers, Inc. 
T-2 Tankers | 
McKittrick Hills Los Angeles._. Southern district, California June 15, 
Montebello Hills 
Wm. A. M. Burden... 
Olympic Games . 
Olympic Whaling Company, S. A. 
Whaling vessel: Olympic Challenger-| 
Trafalgar Steamship Corp.: 
T-2 Tankers: | 
Republic. eel Port Arthur... Eastern district, Texas 
Federal. _ - ‘ , ‘ aa 
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Mr. Dous. As to the Onassis group, in March 1953, we seized 1 tanker 
in Wilmington, Del., and 2 in New York. In April 1953, we seized 2 
additional tankers in New York, and in June 1953 1 tanker on the 
west coast. 

In July 1953, the Government seized 1 Liberty vessel on the west 
coast. In August and September 1953, 7 Victory cargo vessels were 
seized, 1 in New York, 1 in Pennsylvania, and 5 in California. 

In 1953 we seized one T-2 tanker in Texas. 

Two vessels did not come into any American port until 1955. They 
were then seized, 1 on the west coast and 1 in Mobile, Ala., so that we 
seized a total of 17 vessels which we attributed to Onassis’ control. 

I described, Mr. Chairman, how we were anxious to keep these 
vessels in operation to provide employment for their crews and that 
was done by deputizing the captain and the first mate, setting up a 
shoreside custodian to receive the income under the charters of the 
vessels, disburse expenses, and keep them in operation. 

We had another problem, however. There were heavy mortgages 
on all of these vessels, and they contained standard mortgage provi- 
sions that in the event of any violation of law or seizure the mortgagee 
might foreclose the mortgage. As a matter of fact, we had threatened 
mortgage foreclosure proceedings and in the case of one vessel in 
Baltimore, the Ampac- Washington, the mortgagee foreclosed, and the 
vessel was sold. Now, during 1953 and 1954 the market value of 

tankers was extremely low and. that vessel only brought $305,000, less 
than the amount of the mortgage. 

In 1954 United States Petroleum Carriers instituted a suit against 
the United States to have the courts determine that the Government 
had no legal right to seize these vessels and to maintain forfeiture 
actions. The plaintiff contended that Maritime had approved the 
sales with full knowledge of the facts and consequently such forfeiture 
proceedings should not ‘be permitted Then in July 1954, Judge Leahy 
in the tanker Lake Ge orge case, in Wilmington, ‘explicity held—and 
this was a tanker which we claimed was controlled by Onassis—that 
the Government could not maintain the forfeiture proceeding watts 
the Maritime Commission had sold the vessel to an American corpors 
tion even though the Government contended that that corporation was 
indirectly controlled by a noncitizen. 

I pointed out that Chief Judge Parker had expressed the same 
opinion in the Meacham case. 

There were other legal problems. You will recall the discussion you 
had with Mr. Morse on, I believe, the opening day of this hearing. 
There was a great deal of discussion as to whether something less than 
50 percent of the ownership of a corporation might represent control. 
I quite agree with the members of the committee that practical work- 
ing control of a corporation can definitely exist where only 30 percent 
or 35 percent of the voting stock of a corporation is controlled pro- 
vided the remaining stock is well distributed. 

In the case of our lar ge industrial cor por: ations I suppose 20 percent 
or 25 percent or 30 percent might represent actual working control. 
But the problem here was that we were dealing with a statute and 
the definition of controlling interest in that statute. Now, section 2 of 
the Shipping Act refers to this controlling interest, and then it at- 
tempts to define it. It says: 

The controlling interest in a corporation shall not be deemed to be owned by 
citizens of the United States (a) if the title to a majority of the stock thereof 
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is not vested in such citizens free from any trust or fiduciary obligation in 
favor of any person not a citizen of the United States; or (b) if the majority 
of the veting power in such corporation is not vested in citizens of the United 
States. 

I pointed out. that in the Onassis case we were dealing with several 
American corporations whose officers and directors were American 
citizens. Four American citizens owned 51 percent of the voting stock 
of those corporations and a Panamanian company which we claimed 
was controlled by Onassis owned 49 percent. 

Now, we had no doubt that we could establish that that Panamanian 
corporation was controlled by Onassis, but that is not enough under 
this statute and here you h: id only 4 citizens owning and controlling 
51 percent of the stock. You did not have this wide distribution of 
the balance of the voting stock as in the case I mentioned where you 
might well have a situation where 35 or 40 percent controlled or had 
at least working control of the corporation. 

Then we had the limitations of this statute so that for us to suceeed 
we not only had to establish that this Panamanian corporation was 
controlled by Onassis, and we are confident that we could have done 
that, but we had to show that one or more of those American citizens 
were holding their stock in trust for Onassis or under his domination 
and control. Our evidence as to that was circumstantial, and it 
involved a number of complicated financial transactions. 

So, after considering all the legal problems, the difficulties with 
this somewhat ambiguous statute defining controlling interest, to 

valuate if the circumstantial evidence that these four American citi- 
zens or some of them might be under the control of Onassis, Judge 
Burger concluded with the approval of the Attorney General that 
these cases should be settled on the basis which I have outlined, n: unely, 
the payment of $7 million in cash by Onassis and making provision 
that the ships should be restored to American c itizenship control, 

I would now like to submit the results of the tanker litigation which 
show by groups what was accomplished in connection with these 
settlements. 

(The information referred to follows :) 


Results of Civil Division’s tanker litigation 


United States 
Money Ships citizenship 
payable recovered control 0 
to for vessels 
United United obtained by 
States States trust or 
otherwise 


Kulukundis cases: 

Cash ; ; j B85, 000 

Claims waived-_---. 650, 600 
Niarchos cases: 

Cash. ‘ = ‘ . ‘ : 79, 500 

Claims 300, 000 
Chinese cases: Cash__- ix , 525, 000 
Pezas and Los cases 

Cash . : 000 

Claims waived ond 3 5, 000 
Drytrans, Inc. and Transfuel Corp 

Cash i , 125, 000 

Claims waived.. 50, 000 
Onassis cases: 

Cash ea , 500, 000 

Claims waived 400, 000 


Total- . 27, 270, 100 





1 T-2 tankers. 2 Trust. Total. 
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Mr. Dovus. You will notice, Mr. Chairman, that there was a re- 
covery of $27,270,000 for the Government. 

The CHaiRMAN. May we have order. I could not hear you. Will 
you start over there? 

Mr. Doves. You will notice from the last exhibit that it shows that 
the total money recovery for the United States as a result of the tanker 
litigation aggregated in excess of $27 million. I wish to point out that 
in connection with the Onassis cases which shows payments totaling 
$7,500,000, that $500,000 of that was a required payment on a mort- 
gage held by the Maritime Commission, so that I think it might have 
been preferable to have omitted that and treated it as the “figure I 
have mentioned throughout my testimony of a $7 million cash pay- 
ment. 

You will also find that six T-2 tankers were recovered by the 
United States in the second column and in the third column headed 
“United States citizenship control of vessels obtained by trust and 
otherwise,” they totaled 69. 

Now, as to the Niarchos cases there were two placed in trust by the 
Department of Justice. The remaining 11 were placed in trust by 
Maritime, so that the total in trust was 13. 

I pointed out in connection with the Onassis settlement that the 
$7 million cash settlement at the time the settlement was made rep- 
resented the difference between mortgages in the amount of $14 mil- 
lion and the market value of the 21 vessels which was $21 million. so 
that the $7 million cash payment represented the full equity on a 
market value basis of the vessels of Mr. Onassis, assuming that he 
had, as we contended, control of the vessels and of the equity. 

I cannot claim credit for any of these settlements. Al] the settle- 
ment agreements were made before I became Assistant Attorney 
General in April of 1956, but I can submit public statements which 
the Attorney General and Assistant Attorney General made at the 
time that each of these settlements were made summarizing them, if 
the chairman would like me to do that. 

Mr. Zetenxo. Mr. Chairman, if I may, I think it would be better 
to have the people in who made the statements rather than to just put 
in evidence their newspaper releases. 

The CuarrmMan. [ am not going to retry this case. 

Mr. Zrtenxo. We are not retrying it. We have not started. 

The Crarrman. I do not know about that. 

Mr. ZetenKo. I do, Mr. Chairman. I say this witness wants to now 
read statements by people who were engaged in drawing up these 
settlements. 

Mr. Dove. I was not going to read anything, Mr. Zelenko. I was 
going to offer them, if the chairman w ished them for the record. 

The Cuatrman. As I understand it, they are the statements made 
by official representatives of the Department of Justice with respect 
to the settlement of each individual case. 

Mr. Dous. Yes, sir. 

The Cuarrman. Are there any reasons given in the statements as 
to why the settlements were m: ade ? 

Mr. Dovs. I really have not read them all. They summarize the 
settlements and I believe they do state why they were made, Mr. Chair- 
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man. For example, I notice in connection with the Onassis statement 
the Attorney General said: 


In approving the settlement agreement, the Attorney General stated that the 
statutory objectives of the shipping laws will be accomplished by having the 
vessels owned and operated in the future by corporations which meet the citi- 
zenship requirements of the shipping laws and registry statutes. At the same 
time, the United States will receive payments of $7 million based on past viola- 
tions of the Shipping Act. 

This also says: 

The Attorney General also pointed out that by being kept in operation, rather 
than being forfeited, settlement carries out a basic national-defense policy in 
that the vessels will be maintained in ready condition in the event of any national 
emergency and the Government will thereby save the substantial costs of lay-up in 
the reserve fleet and expense and time loss of reactivation. Lay-up costs are 
estimated by Maritime authorities at about $30,000 per year per vessel—reactiva- 
tion cost estimated about $90,000 per vessel. 


It mentions other factors and discusses them in connection with the 
settlement. 

The Cuatrman. We will put those releases in the record at this 
point. 

(The information referred to follows:) 


[Press release, November 23, 1954] 
DEPARTMENT OF JUSTICE 


Acting Attorney General William P. Rogers today announced that a complaint 
in civil suit against Aristoteles S. Onassis and nine others had been filed in 
the United States District Court for the Southern District of New York seeking 
return of $20 million as earnings of 16 war-surplus vessels illegally purchased 
from the Government by corporations controlled by Onassis and his associates. 

Corporations in which Onassis has an interest, as well as individual business 
associates of Onassis, are also named as defendants, as follows: 


Merope Onassis Konialidis 

Constantine Konialidis 

Nicholas Konialidis 

Sociedad Industrial Maritima Financiera Ariona Panama, §S. A. 
Sociedad Maritima Miraflores Limitada 

Petroleum Carriers of Panama, Inc. 

Transatlantica Financiera Industrial, S. A. 

United States Petroleum Carriers, Inc. 

Victory Carriers, Inc. 

The Government's complaint, signed by Assistant Attorney General Warren 
E. Burger, charges that because of the representation that the purchasing cor- 
porations were bona fide citizens of the United States and under control of 
citizens, the United States Maritime Commission was induced to make the sales. 
Sales of war surplus vessels could be made only to bona fide citizens after 
March 1, 1948. The complaint further charges that at the time these representa- 
tions were made the actual control of all the corporations was in the Onassis 
group, all of whom were aliens, ineligible to purchase a United States flagship, 
and that title to these vessels and all earnings of the vessels since then should 
be declared property of the United States. 

A copy of the complaint was served on Onassis personally in New York City. 

(Criminal indictments now pending against Onassis and his associates and 
16 civil libel suits in admiralty brought during the past 15 months to declare 
16 of these war-surplus vessels forfeited to the United States because of violation 
of the 1916 Shipping Act, are pending in various Federal district courts.) 

The 16 vessels now subject to pending libel suits are: 
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Type Contract Date of 
numbe transfer 
United States Petroleum Carriers, Inc.: 
OG ka. cncckwpnabutesihnadutisuen dé ebicatenin .-| Tanker T~2_.--- 60902 Apr. 2,1948 
Camas Meadows-_-............-.- bie abaphililts cisbsl dteets GNA Sain coe 60903 Mar. 19, 1948 
se ihc py A he ead 60897 Mar. 26, 1948 
I a Te Sai he eae Gee bok 60901 Mar, 18, 1948 
American Marine Corp.: 
PE Rohit hi. alike daddedocdsen hs 5 out ED tae 60929 Mar. 29, 1948 
EY PO is ocd ciedenusdbenicol SRG EP Sr 60929 Do. 
I Sd hen diddoccmibobeede ‘ nic daadeedue Helen bok 60929 Apr. 14, 1948 
Victory Carriers, Inc.: 
NE WT os, ero we euiqucicscela @ nde dips ....-| Cargo VC-2__.- 62235 July 20, 1949 
Coe Victory a teed ciaek whe sheen mnaigie volmamardia oshddtnetesiiete tae cael =e July 7,1949 
Coeur D’ Alene Victory. ..-- Ceci ate LEE eae 1) £6 62235 July 25, 1949 
Jefferson City Victory...................... ae ae Sdeabe 62235 July 8, 1949 
RNOOR TT IIAINT ois « snta laedduahegareedpcense=ttocrsieeaudiinie-aatstti Le Oct. 6, 1949 
Mankato Victory- Ss oo ‘sic hintnta eas note ae Ot ee aoe ee June 28, 1949 
Northwestern Victory... ois sd aboot ta te ae Ve July 19, 1949 
RAE, MOTD, Dike ckcikinbivs cide Diediiidebte tiled | Cargo EC-2.._..| 62786 Feb. 26, 1951 


SOE SIND... class cusnih aanieds—sitadden ee =tusrtsindinatenteioasiae belie | 62786 Feb. 24, 1951 


[Press release, December 21, 1955] 
DEPARTMENT OF JUSTICE 


Attorney General Herbert Brownell, Jr., announced today a settlement agree- 
ment with A. S. Onassis and affiliated interests involving civil litigation arising 
out of the claimed illegal purchase from the Government of war surplus ships 
by noncitizen corporations, 

The litigation against the Onassis’ interests and the negotiations leading to 
the civil settlements have been under the direction of Assistant Attorney General 
Warren E. Burger, head of the Civil Division, and a special unit headed by 
Morton Liftin. In connection with the settlement, Mr. Burger said: 

“This brings to a close an unusual chapter in the history of maritime litiga- 
tion, with the Government receiving not only the original payments on the 
agreed purchase price of the vessels but $7 million from the Onassis interests. 
Total Government recoveries from other purchasers in the past 2 years aggre- 
gate an additional $15 million.” 

Libel and forfeiture actions were brought by the Department of Justice against 
17 vessels owned by various corporations claimed to be controlled by A. 8. 
Onassis to enforce provisions of the United States shipping laws prohibiting 
noncitizen control of American-flag vessels. A personal civil action against 
A. S. Onassis and others to recover the profits realized from the operation of 
the vessels illegally purchased from the Government was also brought in the 
Federal District Court in New York. Forfeiture actions authorized with re- 
spect to six additional vessels had not yet been brought because the vessels were 
outside the jurisdiction of a Federal court for other reasons. The settlement 
agreement covers all 23 vessels as well as the civil suit pending in New York. 

Under the terms of the settlement agreement, the Government will receive 
$7 million which will include the payment of $6,600,000 in cash and the release 
by the Onassis interests of claims approximating $400,000. An additional sum 
of approximately $500,000 will be paid to make up arrears in principal and 
interest on outstanding Maritime Administration mortgages against some of 
the vessels and to bring payments on the mortgages to a current status. The 
domestic corporations which own the vessels will remain obligated for mortgage 
balances of approximately $5,500,000. 

The settlement agreement also requires these American corporations to be 
reorganized in such manner as the Department deems necessary to insure Ameri- 
can citizen ownership and control of the vessels. The reorganized companies 
Will be permitted to retain the vessels seized for forfeiture. 

In approving the settlement agreement, the Attorney General stated that the 
statutory objectives of the shipping laws will be accomplished by having the 
vessels owned and operated in the future by corporations which meet the citizen- 
ship requirements of the shipping laws and registry statutes. At the same 
time, the United States will receive payments of $7 million based on past viola- 
tions of the Shipping Act. 

The Attorney General also pointed out that by being kept in operation, rather 
than being forfeited, the settlement carries out a basic national defense policy 
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i ' 
in that the vessels will be maintained in ready condition in the event of any 
national emergency and the Government will thereby save the substantial costs: 
of lay-up in the reserve fleet and expense and time loss of reactivation. Lay-up 
costs are estimated by Maritime authorities at about $30,000 per year per 
vessel—reactivation cost estimated at about $90,000 per vessel. 

It was also emphasized that continued operation of the vessels, under United 
States registry, will also provide employment for American seamen and keep 
all vessels in a position of immediate availability to the Government. 

The civil litigation now being settled does not dispose of numerous criminal 
proceedings against the same corporations and individuals arising out of 
related transactions. 

Commenting on the civil settlement, Mr. Burger said: 

“This settlement advances established national-defense policies by making a 
substantial tanker fleet available in ready operating condition under American- 
flag registry. In addition to large civil penalties bringing cash to the Govern- 
ment, the Government is thus saved the expense of maintaining these vessels 
in the reserve fleet and the time loss and expense of making them ready for use 
when needed. Meanwhile, as operating vessels they furnish employment for 
American seamen which would not be the case were they added to the laid-up 
reserve fleet, assuming the Government was successful in this litigation.” 


BACKGROUND INFORMATION 


The 23 vessels include 13 tankers, 7 victory dry-cargo vessels, 2 Liberty dry- 
eargo vessels, and 1 whaling vessel. Twenty-two of them were surplus war- 
built vessels sold by the Maritime Commission (now Maritime Administration) 
in the period from 1948 to 1951 under the Merchant Ship Sales Act of 1946. 
These vessels were required to be sold only to citizens or citizen-controlled 
corporations, either by statute or under the Commission’s regulations at the 
time. 

Sixteen of the vessels were acquired directly from Maritime by United States 
Petroleum Carriers, Inc., and Victory Carriers, Inc., both of which the Govern- 
ment claimed were owned and controlled by noncitizens dominated by <A. S. 
Onassis. 

Two of the vessels were acquired by Trafalgar Steamship Corp. from citizen 
corporations which had previously purchased the vessels from Maritime; the 
Government claims that Onassis owned and controlled Trafalgar Corp. Western 
Tankers Corp., the fourth corporation involved, acquired two vessels from Mari- 
time in 1948 while owned by citizens of the United States who in January 149 
sold the stock of this corporation to the Onassis-controlled United States Petro- 
leum Carriers. Subsequently, the corporation acquired two more vessels by 
purchase from citizen corporations. 

The twenty-third vessel, originally built for foreign-flag operation, was trans- 
ferred to American-flag operation and the ownership of Western Tankers Corp. 
in 1950, when one of the vessels previously acquired from Maritime was trans- 
ferred to foreign-flag operation and converted for whaling operations. 

The vessels are subject to private fleet mortgages of approximately $8,500,000 
held by the First National City Bank as trustee for Metropolitan Life Insurance 
Co. and to Maritime Administration mortgages of approximately $5,500,000. 
The settlement requires the registered owners to pay off the Maritime Ad- 
ministration mortgages as they become due. 

Commencing April 1951, the staff of the subcommittee of the Senate Com- 
mittee on Government Operations, representatives of the Maritime Adminis- 
tration, and tthe General Accounting Office, began an inquiry into the circum- 
stances relating to the sale, chartering and resale of Government-owned sur- 
plus tanker vessels. In June 1951, the Secretary of Commerce forwarded to the 
Department of Justice a series of reports dealing with the activities of num- 
erous companies which had purchased and chartered surplus tankers for con- 
sideration of the possible violation of various provisions of the shipping laws 
requiring United States citizenship and other statutes relating to false state- 
ments. 

In February and March 1952, the Subcommittee on Investigations of the Sen- 
ate Committee on Government Operations held public hearings in connection 
with the circumstancess surrounding the sale by the Maritime Commission of 
Government-owned surplus tanker vessels and made an interim report on May 
29, 1952, recommending that the Department take prompt action. 
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During this period, the Department of Justice made an examination of the 
Maritime Commission reports, and conducted a further investigation of its own 
into the acquisition and chartering of a large number of tankers and cargo ves- 
sels including the vessels involved in this settlement. 

The Department of Justice reached the conclusion that United States Petro- 
leum Carriers, Inc., Victory Carriers, Inc., Western Tankers, Inc., and Trafalgar 
Steamship Corp, although ostensibly citizen corporations, were in fact controlled 
by aliens, particularly A. S. Onassis, and therefore were not citizens within 
the meaning of the shipping laws. Their acquisition and operation of American- 
flag vessels without the approval of the Maritime Commission was deemed to 
be in violation of the shipping laws, thus subjecting the vessels to forefeiture 
to the United States. The first Onassis vessel seized by the Department of 
Justice was the T-2 tanker Lake George, which was seized at Wilmington, Del., 
on March 24, 1953. 

Forfeiture proceedings were brought againsst 17 of the vessels over the suc- 
ceeding months, charging violation of statutes relating to the documentation 
of vessels under United States flag and a violation of the Shipping Act of 1916 
prohibiting the transfer of United States-flag vessels to noneitizens. For- 


feiture proceedings had not yet been instituted against the other six vessels 
because they were not trading in United States ports. 


Onassis group 


Date of 
seizure 


Place of seizure 


United States Petroleum Carriers, Inc.: T-2 tankers: 


Arickaree 
Camas Meadows 
Fort Bridger 
Lake George 
Battle Rock 
Camp Namanu 
Stony Point 
Victory Carriers, Ine 
Victory dry-cargo vessels: 
Ames Victory 
Coe Victory 


Coeur D’ Alene Victory 


Jefferson City Victory 
Longriew Victory 
Mankato Victory 
Northwestern Victory 
Liberty dry-cargo vessels 
Lewis E-emery, Jr 
Heywood Broun 
Western Tankers, Inc.: T-2t 
McKittrick Hills 
Montebello Hills 
Wm. A. M. Burden 
Olympic Games 


Olympic Whaling Co., S. A.: 


tanker): Olympic Challenger 


Trafalgar Steamship Corp.: T- 


Federal 
Republic 


inkers 


Whaling vessel (converted 


2 tankers 


New York, N. Y 

(Sold 

Mobile, Ala 

Wilmington, Del 

New York, N. Y 
do 


do 


Los Angeles, Calif 
San Franciseo, Calif 
do 
Philadelphia, Pa 
Los Angeles, Calif 
San Francisco, Calif 


New York, N. ¥ 


San Francisco, Calif 
Tacoma, Wash 


Los Angeles, Calif 
Not yet seized 

do 

do 


do 


} 


Port Arthur, Tex 


[Press release, August 10, 1956] 


Apr 1, 


Dec. 5, 
Mar. 24, 
Mar. 27, 

Do. 
Apr. 2, 


Aug. 
Aug 
Sept. 
Aug. 
Aug. 
Sept. : 
Aug. 


July 
Sept. 28 


June 


DEPARTMENT OF JUSTIC! 


Attorney General Herbert Brownell, Jr., announced today that final settle- 
ment of the Government's claims against the A. S. Onassis interests has been 
concluded. 

The terms of the earlier settlement, previously announced, required Onassis’ 
shipowning companies to pay the Government $7 million and to make changes 
in the management and ownership of these companies to satisfy the Justice 
Department that they are citizen corporations within the meaning of the ship- 
ping laws. 

Under the terms of a trust indenture executed today by the Onassis interests 
a majority of the stock of United States Petroleum Carriers, Inc., Victory Car- 
riers, Inc., Western Tankers, Inc., and Trafalgar Steamship Co., which owned 
21 American flag vessels, has been transferred to Grace National Bank of New 
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York as. trustee. Each of these operating corporations will now have a new 
board of directors and 4 of the 5 directors will be American citizens selected 
by the trustees as the now controlling stockholder. The proposed new directors 
are E. Tinsley Ray, Edmond Moran, John Griswold, and Charles Cunningham. 

The trust indenture permits the trustee to undertake a program for the con- 
struction of supertankers in the United States which had previously been ini- 
tiated by Onassis. Such program, if undertaken, however, must be “subject 
to such approvals and requirements of the United States Maritime Administrator 
as he may deem to be required or appropriate.” 

Of the $7 million payable in installments to the Government by the Onassis 
interests, $4 million has now been paid ; $1,872,591.05 being received by the Gov- 
ernment on July 31, 1956. 


PROPOSED DIRECTORS OF UNITED STATES PETROLEUM CARRIERS AND RELATED 
COMPANIES 


John Carroll Griswold 
Vice president in charge of the Chicago office of the Continental Casualty Co., 
1922-25. With Rollins Burdick Hunter Co., 1925-31. Director and vice president 
of the Fred 8S. James & Co., Chicago, in 1936, and manager of its New York City 
office 1989-45. Founder and since 1945 president and director of Griswold & 
Co., Ine., New York City. Vice president of W. R. Grace & Co., 1949-55, and 
since 1950 a director, and since 1955 an executive vice president. President and 
director of Griswold & Co., Inc., of California. Also director of Grace National 
tank of New York, Munson Line, Inc., Foster & Kleiser Co., Congoleum Nairn, 
Inc., trustee of Lenox Hill Hospital, New York. 


Edmond Joseph Moran 

Rear admiral, United States Navy. He was with the United States Maritime 
Commission, 1941-42, as special assistant in charge of acquisition of small craft 
for United States Army, United States Navy, and British Government in 1941, 
and as special assistant to the Commission and as chairman for small vessels, 
1942. With the War Shipping Administration since 1943, with duties which 
included service on staff of Allied Naval Commander, United States Naval 
Forces in Europe in 1943. The latter duty included control of all tugs in United 
States Navy, United States Army, Royal Navy, Ministry of War Transport, and 
War Shipping Administration, and the planning and execution of tug towing 
operations prior to and during assault on France. He later was on duty with 
the War Shipping Administration as Deputy Administrator for small vessels. 
President of Moran Towing & Transportation Co., New York, N. Y. 
Charles 8S. Cunningham 

Partner in the law firm of Kirlin, Campbell and Keating. Mr. Keating is a 
director of Grace National Bank and the law firm is counsel for Grace National 
Bank. The law firm has not represented Mr. Onassis or the companies owned 
and controlled by him. 


B. Tinsle uv Ray 


Vice president and trust officer of Grace National Bank. 


KULUKUNDIS 
{Press release, June 20, 1955] 
DEPARTMENT OF JUSTICE 


Attorney General Herbert Brownell, Jr., today announced two settlement 
agreements compromising civil claims arising out of the purchase of American- 
flag merchant vessels by corporations claimed to be noncitizens in violation of 
the United States shipping laws. 

The corporations involved in the settlements were Seatrade Corp., Seatrade 
Corporation of Delaware, Aegean Marine Corp., Tramp Shipping & Oil Trans- 
portation Corp., Philadelphia Marine Corp., Potrero Corp. and Cienega Tanker 
Corp. 

These are the final settlements in a series of related cases and virtually con- 
clude the civil litigation charging shipping law violations against corporations 
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claimed to be controlled by Manuel E. Kulukundis, a Greek citizen, and related 
companies. Under the various settlements, the Government will receive ap- 
proximately $1,400,000, made up by $500,000 representing the release of claims 
against the United States and approximately $900,000 in cash to be paid. to the 
Government. In these cases, all the vessels involved have now been transferred 
to bona fide citizen corporations. 

The settled cases are similar in many respects to the civil litigation involving 
two other groups which have been compromised previously, namely, the interests 
allegedly controlled by Stavros Niarchos, and the affiliates of the United Tanker 
Corp. which were financed almost entirely by Chinese investors. The present 
settlements bring the total received by the Government in the civil litigation for 
violation of the 1916 Shipping Act to more than $11 million. 

The only major group of cases involving forfeiture of merchant ships illegally 
purchased by noncitizen corporations still pending in litigation involves 22 ships 
purchased by the A. 8. Onassis interests who financed the American corporations 
who actually took title. In addition, a suit has been instituted in the Federal 
district court in New York to have the vessels declared the property of the 
United States and to recoup profits of such vessels. 


[Press release, January 26, 1955] 
DEPARTMENT OF JUSTICE 


Attorney General Herbert Brownell, Jr., announced today a settlement agree- 
ment compromising civil claims against the Veritas Steamship Co., Inc., thereby 
concluding civil litigation charging shipping law violations by corporations 
clamed to be controlled by Manuel E. Kulukundis. 

Under terms of the settlement agreement, according to Assistant Attorney 
General Warren E. Burger, head of the Civil Division of the Department of 
Justice, the Government will receive $100,000 cash and the release of claims 
against the United States totaling, approximately, $30,000. 

Mr. Burger said the suit was based on alleged violation of United States 
shipping laws arising out of purchase of the steamship Shinnecock Bay, an 
American-flag Liberty dry-cargo vessel, from the Maritime Administration by 
Veritas in 1951. The Government claimed Veritas was not a citizen corporation 
as required by law. The vessel, seized by the Government in Norfolk, Va., 
January 7, 1955, will be released to its owner, Veritas, which is now a citizen 
corporation, and the libel of information filed at the same time for its forfeiture 
will be dismissed. 

Under various settlements in cases involving the Kulukundis group, the Gov- 
ernment is receiving more than $1 million in cash and more than $500,000, 
representing the release of claims against the United States. 

Kulukundis, formerly a Greek citizen, is now a citizen of the United States. 





[Press release, February 23, 1954] 
DEPARTMENT OF JUSTICE 


Attorney General Herbert Brownell, Jr., announced today that the steamship 
Ampac Washington, 10,448-ton T-2 tanker seized in the Government’s program 
to recover surplus vessels controlled by aliens in violation of law, will be sold 
at public auction March 19. 

The law provides that the surplus vessels could be sold only to firms controlled 
by United States citizens. Thus far, 37 tankers and dry-cargo vessels have been 
seized on grounds that they illegally passed to control of aliens. 

The United States district court, Baltimore, Md., ordered the sale on motion 
of the Security-First National Bank of Los Angeles, mortgagee. The proceeds 
will stand in place of the vessel, subject to determination by the court of the 
libel action filed by the United States when the vessel was seized at Baltimore, 
September 11, 1953. The libel action asked that the tanker be declared forfeited 
to the United States. 

Conducting the auction will be the United States marshal at Baltimore. Only 
United States citizens are eligible to purchase. 

The Ampac Washington originally sold by the United States Maritime Com- 
mission to American Pacific Steamship Co., in 1948, and allegedly later was 
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transferred to certain aliens, including Stavros 8S. Niarchos, Greek shipowner, 
The Government charges this transfer of control was effected by sale in 1949 
of American Pacifie’s stock to Plymouth Tanker Corp., stock of which was sold 
in 1951 to North American Shipping & Trading Co. Inc. 

Assistant Attorney General Warren E. Burger, head of the Department of 
Justice’s Civil Division, pointed out that the sale is the first ordered since the 
seizure and sale of the steamship Meacham which had passed into Chinese con- 
trol. 

Mr. Burger stated: “All the vessels have been seized since January 20, 1953, 
except for the Meacham. They have been allowed to continue in operation 
under an order designating their masters and first mates as deputy United 
States marshals, thus keeping the vessels in legal custody of the court. Any 
proceeds accruing are retained in control of the court.” 


[Press release, May 28, 1954] 
DEPARTMENT OF JUSTICE 


Attorney General Herbert Brownell, Jr., announced today the settlement of 
one of the major groups of the cases involving civil libel and forfeiture of war 
surplus ships illegally purchased from the Government by noncitizen corpora- 
tions. 

The actions were brought by the Department of Justice to enforce provisions 
of the United States shipping laws prohibiting noncitizen control of American- 
flag vessels. The settlement covered 20 ships purchased by the Stavros Niarchos 
interests who financed the American corporations which actually took title. 
Five of the vessels came into the control of the Niarchos interests by purchase 
of the stock of American Overseas Tanker Corp. from former Congressman 
Joseph Casey and his associates who acquired the vessels from the Maritime 
Commission. 

The settlement covers 20 vessels, 15 of which have already been seized by 
the Government and five which have not yet come into an United States port 
where proceedings could be commenced. The settlement involves the follow- 
ing steps: 

1. Fourteen ships now subject to pending forfeiture proceedings will be ad- 
judged forfeited and turned over to the United States Government and become 
Government property. (One ship, the Ampac Washington was sold on a fore- 
closure sale in proceedings commenced by the bank which held the ship mort- 
gage.) The Government will release the obligation to pay the unpaid balance 
of the purchase price of about $7,700,000 secured by mortgages on the ships. 
(The original purchase price of the 14 ships was over $19 million.) 

2. Five ships owned by AOTC (and now under Panama registry), which have 
not come within the jurisdiction of American courts during the past year, will 
be surrendered to the Government as soon as current charters have been per- 
formed but not later than December 1954. The Niarchos interests will discharge 
all mortgage liens now against these vessels (amounting to approximately 
$5,900,000 held by private banks) and these ships will be surrendered free of 
mortgages. 

%. The Niarchos interests will pay the United States Government $4 million, 
$1 million at once and $3 million over 3 years and secured by guaranties of a 
responsible American bank. 

4. The settlement will not affect pending tax claims of the United States Govy- 
ernment (extent and amounts are not yet determined but investigation by In- 
ternal Revenue Service has been conducted for some time). 

The Government has agreed that the actual forefeiture of the vessels will be 
deferred for 90 days, during which time the control and jurisdiction of the vessels 
remains in the Federal courts. The object of this deferral of vesting of title is 
to permit negotiations between United States Government agencies and the 
Niarchos interests as to the possibility of constructing new tonnage of oil tank- 
ers for American-flag operation in exchange for approval of transfer of the 14 
vessels to friendly foreign-flag operations, in lieu of forfeiture. Any such sub- 
stitution is subject to the approval of the Justice Department. 

The civil proceedings now being settled do not dispose of numerous criminal 
proceedings pending against nine corporation and various officers and employees 
of corporations which the Department of Justice regards as under the control 
of Stavros Niarchos and his associates. 
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“This settlement accomplishes the statutory objectives which would have been 
achieved had these cases been tried and won” the Attorney General said. 

The Attorney General also pointed out that this settlement will have no effect 
on forfeiture proceedings pending on 24 other vessels purchased by other non- 
citizen corporations and those cases will be vigorously pressed both as to civil 
and criminal proceedings. 

The settlement negotiations were handled by Assistant Attorney General 
Warren EF, Burger on behalf of the Government. The litigation staff was under 
the direction of Morton Liftin and J. Frank Staley of the Department of Justice. 
The Niarchos interests were represented by L. E. P. Tylor of London. 


Viarchos group 


Place of seizure Date of 
Seizure 


North American Shipping & Trading C 
l-2 tankers 
Seven Seas San Francisco, Calif , 1953 
Jeanny do r. 21, 1953 
Memory Wilmington, Del r. 13, 1953 
Merrimac Delaware River, N. J : r. 5, 1953 
Monitor Pauls*oro, N. J . 16,1953 
Mermaid Wilmington, Del i | . 9, 1953 
Libertys: | 
Mohawk Philadelphia, Pa 29, 1953 
Mojave Wilmington, Del | . 7, 7968 
Mohican New York, N. Y . 31, 1953 
American Pacific Steamship Co 
T-2 tankers 
impac California New Bedford, Mass . 4,1953 
Ampac Washington Baltimore, Md. (sold under court . 11, 1953 
order to satisfy bank mortgage). 
Libertys: 
1 .. pac Oregon Boston, Mass | 9, 1953 
1mpac Idaho New York, N. Y . 24, 1953 
1mpac Nevada Philadelphia, Pa 1, 1953 
Ventura Steamship Corp.: T-2 tank en 1 Port Arthur, Tex | , 23, 1953 
American Overseas Tanker Corp.: 
T-2 tankers 
Ou yee 
Fort George 
Umatilla No jurisdiction 
Yamhill 


Gervais 


3, 


[Press release, February 10, 1956] 
DEPARTMENT OF JUSTICE 


Acting Attorney General William P. Rogers announced today a further modi- 
fication and extension of a settlement agreement previously concluded with the 
Stavros Niarchos interests, arising out of cases involving civil libel and for- 
feiture of war-surplus vessels which the Government claimed were illegally 
purchased by noncitizen corporations. 

The revised settlement, which closes all cases against the Niarchos group, 
ealls for the payment to the United States of $7,500,000 and the construction 
of 61,000 deadweight tons of new tanker tonnage in American shipyards for 
American-flag operation by corporations which must be approved by the Depart- 
ment of Justice as meeting all the citizenship requirements of the Shipping Act 
of 1916, as amended. If the new American-flag tonnage is constructed as 
agreed, an allowance of $3 million will be credited against the $7,500,000 payment. 
In return, the Government will release to the Niarchos interests for continued 
foreign-flag operation five Panamanian-flag T-2 tankers owned by American 
Overseas Tanker Corp., which were to be forfeited under the settlement 
agreement of May 28, 1954. 

The $4,500,000 ($7,500,000 less $3 million credit when the new construction 
is completed) to be received under the revised settlement brings compromise 
payments by Niarchos to over $12,500,000 in these ship forfeiture cases. In 
addition, six T-2 tankers, having a current market value of approximately 
$6 million, has been forfeited to the United States and are now in the reserve 
fleet. 
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The present settlement disposes of the 5 remaining vessels to be dealt with 
under the May 28, 1954, agreement which contemplated the forfeiture of 19 
vessels ; 6 have been forfeited pursuant to the terms of that agreement, and 8 
have been released to Niarchos interests under the modification of August 12, 
1955, under the terms of which the Government received an additional $4,079,500, 

The moified agreement resulted from a provision in the May 28, 1954, settle- 
ment agreement that forfeiture of the vessels would be deferred to permit nego- 
tiations as to the possibility of constructing new tonnage of oil tankers for 
American-flag operation by corporations in which Niarchos would have a 
minority interest as permitted by the Shipping Act, in exchange for release 
of the vessels to Niarchos interests for foreign-flag operation in lieu of 
forfeiture. 

The 61,000 deadweight tons of new construction under the present modifica- 
tion will consist of one 46,000-deadweight ton tanker and an increased by 15,000- 
deadweight tons of the size of two tankers being constructed under the August 
12 agreement. 

Assistant Attorney General Warren E. Burger, head of the Civil Division 
of the Department of Justice, stated that the interests of the American merchant 
marine will be well served by this new tonnage which will not only be a desirable 
addition to the American merchant marine but will also provide vessels of 
great value needed for the defense program. 

He also pointed out that the Government will obtain dollar value for the 
vessels to be released and, in addition, will save very substantial costs of laying 
up the vessels and maintaining them in the reserve fleet. 

He pointed to the following advantages which would flow from the construc- 
tion of high-speed American tankers in American yards for American-flag 
operation : 

1. The American merchant marine would be improved for both peace and 
wartime needs by the addition of new modern tonnage. 

2. The overall tanker tonnage available to the United States in time of national 
emergency would be increased. 

3. American shipyards would be kept in operation, thus making their facilities 
immediately available in event of a national emergency. 

4. Employment would be provided for American shipyard workers whose skills 
would thus be preserved and improved for national emergency needs. 

5. Employment would be provided for American seamen in the operation of 
the new vessels. 


VESSELS INVOLVED IN SETTLEMENT AGREEMENTS 


Forfeited under May 28, 1954, agreement in which Government received 
$4 million: 

T-2 tankers: Seven Seas, Jeanny, Memory, Merrimac, Monitor, Mermaid. 

Released under modified settlement of August 12, 1955, in which Government 
received $4,079,500, plus agreement to construct 50,000 tons in new tankers: 

T—2 tankers: AMPAC California, Ventura. 
Liberty dry-cargo vessels: Mohawk, Mojave, Mohican, AMPAC Oregon, 
AMPAC Idaho, AMPAC Nevada. 

To be released under present settlement revision, in which Government receives 
$4,500,000 ($7,500,000 less $3 million credit when 61,000 tons of new tankers is 
colnpleted) net plus agreement to construct 61,000 tons in new tankers (including 
1 super tanker, 46,000 tons) : 

T-2 tankers (Panamanian flag) : Owyhee, Fort George, Umatilla, Yamhill, 
Gervais. 
BACKGROUND INFORMATION 


The settlement agreement of May 28, 1954, compromised numerous actions 
brought by the Department of Justice to enforce provisions of the United 
States shipping laws prohibiting noncitizen control of American-flag vessels. 
The settlement covered 20 ships purchased by the Stavros Niarchos interests 
who financed the American corporations which actually took title. Five of the 
vessels came into the control of the Niarchos interests by purchase of the stock 
of American Overseas Tanker Corp. from former Congressman Joseph Casey 
and his associates who acquired the vessels from the Maritime Commission. 

The settlement covered 20 vessels, 15 of which had already been seized by the 
Government, and 5 which had not yet come into a United States port where 
proceedings could be commenced. The settlement involved the following steps: 
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1. Fourteen ships then subject to pending forfeiture proceedings were to be 
adjudged forfeited and turned over to the United States Government and be- 
come Government property. (One ship, the AMPAC Washington, had been 
sold on a foreclosure sale in proceedings commenced by the bank which held 
the ship mortgage.) The Government was to release the obligation to pay the 
unpaid balance of the purchase price of about $7,700,000 secured by mortgages 
on the ships. (The original purchase price of the 14 ships was over $19 million.) 

2. Five ships owned by American Overseas Tanker Corp. (under Panama 
registry), which had not come within the jurisdiction of American courts at 
the time of the May 28, 1954, agreement, were to be surrendeed to the Govern- 
ment as soon as their charters were performed, but not later than December 
1954. The Niarchos interests discharged all mortgage liens outstanding against 
these vessels (amounting to approximately $5,900,000 held by private banks) 
and were to surrender these ships free of mortgages. Four of the American 
Overseas Tanker Corp. vessels have been surrendered and have been libeled 
for forfeiture. The time for surrender of the fifth vessel has been postponed 
during the pendency of negotiations relating to the ultimate disposition of the 
five ships. 

3. The Niarchos interests were to pay the United States Government $4 mil- 
lion; $1 million at once and $3 million over 3 years and secured by guaranties 
of a responsible American bank. 

It was stipulated that the actual forfeiture of the vessels would be deferred 
for 90 days, during which time the control and jurisdiction of the vessels were 
to remain in the Federal courts. The object of this deferral of vesting of title 
was to permit negotiations between the United States Government agencies and 
the Niarchos interests as to the possibility of constructing new tonnage of oil 
tankers for American-flag operation in exchange for approval of transfer of the 
vessels to friendly foreign-flag (e. g., Panama, Liberia, etc.) operations, in lieu 
of forfeiture. This time was extended by agreement during the pendency of 
negotiations which led to modifications of the May 28, 1954, settlement agree- 
ment. 

Six vessels have been forfeited to the United Stites Government in accord- 
ance with the terms of the May 28, 1954, agreemen Of the remaining 13 ves- 
sels subject to forfeiture, 8 were dealt with in a revised settlement agreement 
dated August 12, 1955. 

Under the August 12, 1955, agreement, the Niarchos interests were to pay 
to the United States Government an additional $4,079,500 and committed 
themselves to construct two 25,000-deadweight-ton tankers in American ship- 
yards for American-flag operation, to be owned and operated by United States 
corporations which the Department of Justice must approve as meeting all the 
citizenship requirements of the Shipping Act of 1916, as amended. In return, 
the United States Government was to release to the Niarchos interests eight 
vessel which were to be forfeited under the settlement agreement of May 28, 
1OD4. 

Numerous criminal proceedings pending against 9 corporations and var- 
ious Officers and employees of corporations which the Department of Justice 
had charged were under the control of Stavros Niarchos and his associates were 
disposed of by the payment of fines of more than $100,000 imposed by Judge 
Bolitha Laws, United States district court, Washington, D. C. 

The 19 vessels covered by the settlement of May 28, 1954, were surplus war- 
built vessels sold by the Maritime Commission (now Maritime Administration) 
in the period from 1947 to 1951, under the Merchant Ship Sales Act of 1946. 
These vessels were required to be sold only to citizens either by statute or under 
the Commission’s regulations at the time. The 14 United States-flag vessels 
were acquired by North American Shipping & Trading Co., Inc., American 
Pacific Steamship Co., Ine., and Ventura Steamship Corp., all of which the 
Government claimed were owned and controlled by noncitizens dominated by 
Stavros Niarchos, an alien. The five Panamanian-flag vessels were sold in 
1948 to American Overseas Tanker Corp., headed by former Congressman 
Joseph Casey. In 1950, the stock of this corporation was sold to Delaware 
Tanker Corp. which the Government also claimed was owned by noncitizens 
dominated by Stavros Niarchos. 

Commencing April 1951, the staff of the subcommittee of the Senate C: mmittee 
on Government Operations, representatives of the Maritime Administration, 
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and the General Accounting Office, began an inquiry into the circumstances 
relating to the sale, chartering and resale of Government-owned surplus tanker 
vessels. In June 1951, the Secretary of Commerce forwarded to the Depart- 
ment of Justice a series of reports dealing with the activities of numerous 
companies which had purchased and chartered surplus tankers for consideration 
of the possible violation of various provisions of the shipping laws requiring 
United States citizenship and other statutes relating to false statements. 

In February and March 1952, the Subcommittee on Investigations of the Sen- 
ate Committee on Government Operations held public hearings in connection 
with the circumstances surrounding the acquisition from the Maritime Com- 
mission of eight tankers acquired by the American Overseas Tanker Corp., and 
made an interim report on May 29, 1952, recommending that the Department take 
prompt action. 

During this period the Department of Justice made an examination of the 
Maritime Commission reports, and conducted a further investigation of its own 
into the acquisition and chartering of a large number of tankers and cargo vessels, 
including the vessels involved in this settlement. 

The Department of Justice reached the conclusion that the North American 
Shipping & Trading Co., Inc., although ostensibly a citizen corporation, was in 
fact controlled by aliens, particularly Stavros Niarchos, and therefore was not 
a citizen within the meaning of the shipping laws. Its acquisition and operation 
of American-flag vessels, without the approval of the Maritime Commission, 
were deemed to be in violation of the shipping laws, thus subjecting the vessels 
to forfeiture to the United States. 

The libels filed against each vessel charged violation of statutes relating to 
the documentation of vessels under United States flag and a violation of the 
Shipping Act of 1916 prohibiting the transfer of the United States-flag vessels 
to noncitizens. 

The Government’s libels contained the following allegations: Noncitizens, par- 
ticularly Stavros Niarchos, caused the organization of North American Ship- 
ping & Trading Co., Inc., to apply to the Maritime Commission to purchase war- 
built vessels under the Merchant Ship Sales Act of 1946, although statutory 
reference was granted to citizens. The application represented to the Commis- 
sion, contrary to the facts, that North American Shipping & Trading Co. was a 
citizen corporation without affiliates, and that control of the corporation was 
not permitted to be exercised by any noncitizen. Based on these representations 
of citizenship, Maritime sold T—2 tankers and cargo ships to North American 
Shipping & Trading Co., Inc. The libel further alleged that North American 
Shipping & Trading Co., Inc., contrary to its representation, was under the con- 
trol of aliens and that the nominal citizen directors and officers were merely 
nominees, fiduciaries, agents and dummies for the Niarchos’ interests. 

The American Overseas Tanker Corp. Panamanian-flag tankers, Oicyhee, Fort 
George, Umatilla, Yamhill, and Gervais, which are involved in the present modi- 
fication, were acquired from the Maritime Commission by the Casey group in 
December 1947. The buyer agreed with respect to each vessel, as a condition 
to Maritime Commission approval of Panamanian-flag operation, that the 
American citizen ownership of the vessels would not be changed without the 
prior approval of the Commission. In 1950, Niarchos acquired these tankers 
through purchase of the stock of American Overseas Tanker Corp. by Delaware 
Tanker Corp. The stock of Greenwich Marine Corp. which had chartered the 
vessels from American Overseas Tanker Corp. was sold to the World Tanker 
Corp. The Maritime Commission was not advised of and did not approve the 
transfer of the control of these vessels or the charters to the new corporations, 
although both Delaware Tanker and Greenwich Marine were dominated by 
Niarchos. 

The Department of Justice, after investigating all of the circumstances, de- 
termined that these American Overseas Tanker Corporation vessels were also 
subject to forfeiture because of the failure of the original owner (the Casey 
group) to comply with the condition imposed on the sale. In February 1954, the 
Maritime Administrator demanded that American Overseas Tanker Corp. return 
these vessels to a United States port where they would be seized by the Govern- 
ment in forfeiture actions. Under the settlement of the civil litigation these 
Panamanian-flag vessels, as well as the United States-flag vessels, were to be 
surrendered to the Government. 
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Niarchos group 


| 
Place of seizure | Date of 
seizure 


North American Shipping and T 
T-2 tankers: 
Seren Seas San Francisco, Calif Mar. ! 
Jeanny do Mar. 2 
\Viemory Wilmington, Del Mar. 
Verrimac Delaware River, N. J | Mar. 
\fonitor Paulsboro, N.J Feb. 
Mermaid Wilmington, Del | Mar. 
Liberties | 
Moharel Philadelphia, Pa July 
Mojave Wilmington, Del Aug. 
Mohican New York, N. Y Aug. é 
American Pacific Steamship Co 
T-2 tankers 
impac California New Bedford, Mass Aug. 
{mpac Washington Baltimore, Md Sept. 
Liberties 
impac Oregon Boston, Mass .---| Nov. 9, 1953 
Ampac Idaho $ : New York, N. Y Aug. 24, 1953 
Ampac Nevada Philadelphia, Pa .--| Aug. 31, 1953 
Ventura Steamship Corp 
T-2 tanker: Ventura a Port Arthur, Tex __-- .| May 23, 1953 
American Overseas Tanker Corp. | ; 
T-2 tankers: 
Owyhee. - Orange, Tex 4 .-----| July 27, 1954 
Gervais. _- ane Beaumont, Tex. ..-.-| July 15, 1954 
Umatilla Orange, Tex................| Dee. 15, 1955 
Yamhill ‘ Orange, Tex gh cintintinnll Do. 
Fort George ; és Not yet seized : el Do. 


Sold under court order to satisfy bank mortgage. 
[Press release, August 17, 1955] 
DEPARTMENT OF JUSTICI 


Attorney General Herbert Brownell, Jr., announced today a revised settle- 
ment agreement based on a settlement previously concluded with the Stavros 
Niarchos interests. Under the modified settlement, the Government will receive 
$4,079,500 and a commitment to construct two 25,000 deadweight-ton tankers in 
American shipyards for American-flag operation, to be owned and operated by a 
United States corporation which the Department of Justice must approve as 
meeting all the citizenship requirements of the Shipping Act of 1916, as amended. 
In return, the Government will release to Niarchos interests 2 T—2 tankers and 6 
Liberty dry-cargo vessels which were to be forfeited under the settlement agree- 
ment of May 28, 1954. 

The additional $4,079,500 to be received under the modified settlement brings 
payments made by Niarchos to over $8 million under the May 28 agreement 
which also provided for the forfeiture of 19 vessels to the United States, 8 of 
which are now to be released as stated above. 

The modified agreement does not affect the Government’s right to 5 Panamanian 
flag T-2 tankers (which are free of mortgages) owned by American Overseas 
Tanker Corp., or 6 other T-2 tankers which were forfeited to the Government 
in April of this year to be placed in the Reserve Fleet. The 5 Panamanian flag 
T-2 tankers were not within the jurisdiction of United States courts, but were 
submitted to Federal court jurisdiction as part of the May 28 settlement, and 
the owners discharged mortgage liens of more than $5 million. The present 
market value of these five tankers is estimated at approximately $444 to $5% 
million. 

The modified agreement resulted from a provision in the May 28, 1954, settle- 
ment agreement that forfeiture of the vessels would be deferred to permit 
negotiations as to the possibilty of constructing new tonnage of oil tankers for 
American-flag operation by corporations in which Niarchos would have a minority 
interest as permitted by the Shipping Act, in exchange for approval of transfer 
of the vessels to foreign-flag operations in lieu of forfeiture. 

In approving the settlement agreement, the Attorney General stated that the 
interests of the American merchant marine will be well served by the replace- 
ment of old tonnage with new tonnage and that the two high-speed supertankers 
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to be constructed will be desirable additions to the American merchant marine 
and will provide vessels of great value for defense purposes. 

He noted that the Government will obtain dollar value for the vessels to be 
released and, in addition, will save very substantial costs of laying up the 
vessels and maintaining them in the Reserve Fleet. 

He also pointed to the following advantages which would flow from the con- 
struction of high-speed American tankers in American yards for American-flag 
operation : 

1. The American merchant marine would be improved for both peace and war- 
time needs by the replacement of old tanker tonnage with new modern tonnage, 

2. The overall tanker tonnage available to the United States in time of national 
emergency would be increased. 

3. American shipyards would be kept in operation, thus making their facilities 
immediately available in the event of a national emergency. 

4. Employment would be provided for American shipyard workers whose 
skills would thus be preserved an! improved for national emergency needs 

5. Employment would be provided for American seamen in the operation of 
the new vessels. 


VESSELS INVOLVED IN SETTLEMENT AGREEMENTS 


To be released under modified settlement : 
T-2 tanker: Ampac California, Ventura. 
Liberty dry-cargo vessels: Mohawk, Mojave, Mohican, Ampae Oregon, 
Ampac Idaho, Ampac Nevada. 
Forfeited under May 28 agreement: 
T-2 tankers: Seren Seas, Jeanny, Memory, Merrimac, Monitor, Mermaid, 
Vessels of American Overseas Tanker Corp. not yet disposed of: 
T—2 tankers (Panamanian flag): Owyhee, Fort George, Umatilla, Yam- 


hill, Gervais. 


DRYTRANS, INC., AND TRANSFUEL Corp. PRESS RELEASI 


[Press release, July 8, 1955] 
DEPARTMENT OF JUSTICI 


Attorney General Herbert Brownell, Jr., announced today the completion 
of two settlement agreements compromising civil claims arising out of the 
purchase of American-flag vessels by corporations alleged to have been controlled 
by noncitizens at the time of purchase. Purchase by other than citizens of 
the vessels was prohibited by law. 

The corporations involved in the settlement are Drytans, Inc., and Transfuel 
Corp., both of 25 Broadway, New York, N. Y. 

Unde the terms of the settlement the Government will receive 8175,000 
made up of $125,000 in cash and $50,000 through release of claims against the 
Government by the corporations. 

Changes made in the corporate management and ownership of the two firms 
have satisfied the Department as to their present citizenship status 


CHINESE 
[Press release, September 9, 1954] 
DEPARTMENT OF .JUSTICI 


Attorney General Herbert Brownell, Jr., announced the settlement today of a 
second group of cases involving war surplus tankers purchased from the Gov- 
ernment by alleged noncitizen corporations in violation of United States shipping 
laws. 

The settlement involved five T—2 tankers seized earlier by the Government and 
a sixth on which no civil forfeiture proceedings had been commenced. The 
vessels were purchased from the Maritime Commission in 1947 and 1948 by 
affiliates of United Tanker Corp. which were financed almost entirely by Chinese 
investors. 

Under the terms of the settlement agreement, the Government will receive more 
than $2 million. From this, it will pay about $500,000 for expenses incurred 
while the vesels were in the custody of Federal courts 
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These cases are Similar in many respects to the civil litigation with interests 
allegedly controlled by Stavros Niarchos which were settled May 28, 1954. That 
settlement involved 20 vessels involved in alleged violation of the same statutory 
provisions. The Niarchos settlement resulted in payment to the Government of 
$4 million, forfeiture of the vessels to the United States, and discharge by 
Niarchos interests of approximately $6 million of mortgage liens. 

The settlement announced today relates to the following vessels : 


l'-2 tanker Owner Place of seizure Date of 
seizure 
Meacham ! Meacham Cory Norfolk, Va Nov. 11, 1953 
Antelope Hills rrans-World Maritime | New York, N. Y July 20, 1953 
Corp. 
St. Christopher American Viking Corp San Francisco, Calif Mar. 23, 1953 
Destiny do Los Angeles, Calif June 18, 1953 





New London Arctic Tankers, Inc New York, N. Y-.. Apr. 20, 1953 
Kettleman Hill 


! Sold to citizen corporation, with court approval, after seizure. 
2 Sold to citizen corporation. Not seized 


No criminal charges are pending against any of the individuals or corporations 
involved in the settlement. 

The Meacham forfeiture, affirmed in June 1953, by the Fourth Circuit Court 
of Appeals, is now pending in the Supreme Court and will be dismissed by the 
claimants. 

RACKGROUND INFORMATION 


The Meacham case was tried before Judge Albert V. Bryan in the Federal 
district court in Alexandria, Va., in 1952. He held that the American officers 
and directors of the companies which acquired the tanker Meacham were in fact 
acting for noncitizens in violation of the United States shipping laws and issued 
a forfeiture decree. 

The district court case began with the seizure by the Government of the 
Veacham at Norfolk, Va, While the case was pending, the vessel was sold 
with court approval to a citizen corporation for $1,950,000. The proceeds of the 
sale were retained in the court’s custody in place of the vessel. ‘The effect of the 
decree of forfeiture was to award this fund to the Government, subject to the 
claimants’ right of appeal. 

Judge Bryan’s decree in favor of the United States was affirmed on appeal 
with Judge John J. Parker of the court of appeals dissenting. The majority held 
that while titular control was initially given three United States citizens, it was 
given them with the expectation that they would exercise their power in the 
interest of their Chinese associates who financed the enterprise. Judge Parker, 
on the other hand, stated that United Tanker Corp. was a citizen because the 
citizen stockholders’ ownership of voting control gave them legal control which 
the courts would enforce. The Supreme Court granted a petition for certiorari 
to review the court of appeals’ decision. 

The principal terms of the settlement are as follows: 

(1) Pending forfeiture actions against four T-2 tankers (Antelope Hills, 
Destiny, New London, and St. Christopher) will be dismissed and the vessels 
returned to their owners. These vessels have been operating under court order. 
From the Meacham fund, $500,000 is to be paid to shoreside custodians of these 
vessels to reimburse the shipowners for advances made in conjunction with 
operation under court order. 

(2) The owning companies will continue to be liable on the Maritime mort- 
gages currently outstanding ($3,250,000), but the Government, in consideration 
of the settlement and turning over the Meacham fund, will defer an aggregate 
amount of $500,000 of amortization and interest payments now due or to become 
due in 1954 and 1955. 

(3) To assure citizen control of the owning corporations, only citizens will be 
eligible to be members and trustees of the China International Foundation, Ine.., 
the parent of the corporations which own and operate the vessels. Alien in- 
fluence in the ship-operating companies will be barred. Members and trustees 
of the foundation will be subject to Government approval 

(5) The writ of certiorari in the Weacham case is to be dismissed. The 
Veacham fund, now approximately $2,025,000, is to be turned over to the United 
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States and all claims of the United States based upon the alleged illegal acqui 
sition of the vessels by noncitizens will be discharged. 

The settlement will have no effect on forfeiture proceedings and claims pending 
with respect to other vessels purchased by other corporations claimed to be 
noncitizens. These cases will be vigorously pressed. 

The vessles involved in the present settlement were surplus warbuilt T-2 
tankers sold by the Maritime Commission (now Maritime Administration) under 
the Merchant Ship Sales Act of 1946. Three of the vessels were awarded by 
Maritime to National Tanker Corp., headed by former Congressman Joseph E 
Casey, 2 to American Viking Corp., headed by Olga Konow, and 1 to Arctic 
Tankers, Inc. Before title to the vessels was transferred by Maritime, contro] 
of the purchasing corporation was acquired by United Tanker Corp., a firm 
organized, financed, and operated by means of alien capital and loans, and hence 
the Government claimed, a noncitizen corporation. 

The cases were among those investigated by the Senate Committee on Govern- 
ment Operations, and the Maritime Administration, and reported to the Depart- 
ment for consideration of any possible violations of various provisions of the 
shipping laws requiring United States citizenship and other statutes. 

The China International Foundation, Inc., is a Delaware charitable member- 
ship corporation. It owns all the outstanding capital stock of the Meacham 
Corp. Except for less than 25 percent of the nonvoting preferred stock, these 
2 companies own all the outstanding capital stock of United Tanker Corp. United 
Tanker Corp. owns all the outstanding capital stock of American Viking Corp., 
Arctic Tankers, Inc., Trans-World Maritime Corp., and National Tanker Corp 

The settlement negotiations were conducted for the Government by Assistant 
Attorney General Warren E. Burger and for the shipowners by Houston H. 
Wasson. J. Frank Staley, Morton Liftin, Thomas F. McGovern, and Patrick F 
Cooney, of the Department of Justice, represented the Government in the case 


Mr. Dovs. Counsel for the committee stated that the committee 
would like to have a copy of the letter from Judge Burger to Mr. 
Onassis after the settlement agreement had been made in Decembe: 
1956. I have that letter here and will be glad to submit it. 

The Cuatrman. Will you read it into the record. 


Mr. Dovus (reading) : 
Maren 20, 1956. 
Re United States Petroleum Carriers, Ine. 


Mr. A. S. ONASSIS, 
Care of United States Petroleum Carriers, Inc., 
655 Madison Avenue, New York, N.Y. 

DEAR Mr. ONaAsstIs: Receipt is acknowledged of your letter of March 1, 1956, 
requesting approval by the Department of your acquisition of certain outstand- 
ing stock of United States Petroleum Carriers, Inc., and Trafalgar Steamship 
Corp. solely for the purpose of transferring such stock to a trust for the benefit 
of your minor children who are citizens of the United States. 

In the light of restrictions now in effect with respect to the purchase of stock 
by noncitizens, we believe approval of acquisition of the stock by you would 
have to be obtained from the Maritime Administration. Such approval would 
not seem necessary, however, in the special circumstances of this situation, if 
the stock, although paid for by you, were acquired in the name of any citizen 
to be held for the benefit 


Mr. Zetenxko. Pardon me. I did not hear that. 
Mr. Dove (reading) : 


Such approval would not seem necessary, however, in the special circum 
stances of this situation, if the stock, although paid for by you, were acquired 
in the name of any citizen to be held for the benefit of vour minor children 
for the sole purpose of being subsequently transferred in trust for their benefit 
in carrying out the citizenship requirements of the December 21, 1955, settlement 
agreement. 

Yours very truly, 
WARREN E, BURGER, 
Issistunt Attorney General 
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In connection with this litigation, Mr. Chairman, we found what 
we conceived to be several other defects in the shipping laws. It 
may come as a surprise to you that under the present shipping laws 
and regulations of the Customs Bureau the interpretation of the 

various statutes prior to the position which the Department of Justice 
took in this litigation was that the Maritime Administrator had power 
to per mit an alien to own 100 percent of the stock of a corpor ation 
owning a vessel documented under the laws of the United States and 
engaged in foreign trade if the president and managing directors of 
the corporation were citizens. This was a standard interpretation 
for years through various administrations. 

Customs regulations of the United States provided in effect and 
they still provide that any corporation organized under the laws of 
a State of the United States and with a president and managing 
directors who are citizens can obtain documentation even if more than 
4 percent of the stock is owned by aliens if such ownership is ap- 
proved by the Maritime Administrator. That is 19 Code of Federal 
Regulations, section 3.19 (3) (d). That is not consistent with the 
basic philosophy of our litigation and it is not consistent with the other 
statutes of the Shipping Act which were involved, but it does empha- 
size some of our legal problems in this litigation and it does suggest 
that the committee might well consider whether there should not be 
some amendment in these laws. 

There are other ambiguities which are technical and we will be 
glad to submit them to you or counsel rather than try to go into them 
now, 

[ will be glad to answer any questions, Mr. Chairman. 

The Cuarrman. That is all in respect to the Onassis case ? 

Mr. Doun. Well, basically yes, Mr. Chairman. It is related to all 
this tanker litigation, because in every case the Government has the 
problem of attempting to establish foreign control over American cor- 
porations with American officers and directors. 

Now, the form of that control varied very widely. For example, 
in the Chinese cases, there were transfers or sales of the vessels by 
American citizens to a Chinese foundation which we contended was 
controlled by aliens, and the beneficiaries were foreign aliens. 

In the Niarchos cases, you had operating American corporations 
controlled by American corporations controlled by a South American 
company controlled by another South American company controlled 
by another South American company controlled by a Swiss company, 
and that company we contended was controlled by Niarchos. So, each 
of these groups of cases involved highly complicated factors. In each 
one of them, legal control was in American citizens, but actual con- 
trol, we contended, was elsewhere. 

The CuatrmMan. Does that conclude your statement as to the trans- 
action ¢ 

Mr. Dovs. Now, Judge Parker construed the statutes as meaning 
that Congress intended that legal control was the determining factor 
and the Government could not go behind legal control and pursue 
these complicated situations to their ultimate fin: ality, so that in fact 
control was in noncitizens. 

I will be glad to answer any questions. 

The Cxatrman. Mr. Tollefson. 
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Mr. Totiterson. How long were these cases pending before settle- 
ment ? 

Mr. Dous. Well, each seizure and forfeiture of a vessel was a sepa- 

‘ate litigation, and the exhibit covering that I think shows that the 
seizures and forfeitures began and that the first one was November 
9, 1951, and the last one, I think, was February 10, 1956. 

Mr. Totterson. But prior to the seizure of the first vessel, you had 
in mind what your difficulties might be ? 

Mr. Dous. Yes, we had them very much in mind, Mr. Tollefson. 

Mr. Totierson. I would assume that sometime prior to the last one, 
you were quite aware of what your difficulties might be? 

Mr. Dovus. Yes, we certainly were before these settlements were 
made. We were somewhat shaken by the adverse decision of Judge 
Leahy in Wilmington, and also by the position that Chief Judge 
Parker of the fourth circuit had taken, because both of them held that 
we cannot forfeit a vessel which had been sold by the Maritime Com- 
mission to an American corporation because we contended that it was 
controlled indirectly by noncitizens. 

Mr. Totxierson. You have had these files now for some time, and 
you have gone over them entirely ¢ 

Mr. Dous. I have gone over, I think, all the records of the civil 
division with respect to the Onassis settlement because that was the 
one that I was informed I should be prepared on. I have not gone 
over all the records relating to all these other settlements. There 
are many of them. 

Mr. Totterson. Are you satisfied that the Government made its set- 
tlement in the Onassis case with respect to the civil settlement ? 

Mr. Dous. I am, very definitely. I think they were fine settlements, 
and the Attorney General felt so. I know Judge Burger felt that the 
results of this tanker litigation represented his greatest accomplish- 
ment of his distinguished tenure of office. 

Mr. Totierson. That is all, Mr. Chairman. 

The CHarmman. Mrs. Sullivan. 

Mrs. Sutiivan. I have no questions. 

The CuHairman. Mr. Zelenko. 

Mr. Ray. Would the gentleman yield for a question ? 

Mr. Zectenko. Yes, Mr. Ray. 

Mr. Ray. It would help me in evaluating the answers to the ques- 
tions you are going to ask if I can have your theory as to what it is that 
is your objective. 

Mr. Zevenxo. I intended to do so at this time. I have left with 
one of the counsel of the committee since last week a copy of the 
speech which I made in the House, which shows what my theory is. 
I think they have it here. It is only two pages in length. I am going 
into it now before I ask some questions, Mr. Ray. I thought you might 
be interested in it. 

In order to save time, Mr. Ray, if you think it can help you, I 
should like to read now what my theory was and the basis for my 
inquiry in this entire transaction. 

Mr. Ray. That is agreeable, if it suits the chairman. 

May he read the statement ? 

The CHarrMan. Yes. 

Mr. ZeELENKO. Would you be good enough to give Mr. Doub and his 
associates copies of what I am about to read ? 
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Mr. Dous. Thank you, sir. 
Mr. ZELENKO (reading) : 


¥ have introduced a resolution to investigate the $100 million “build and 
trade-out agreement between the Maritime Administration and the shipping 
interests of Aristoteles Onassis, an Argentine citizen and a resident of Monaco. 

After months of study, I have come to the conclusion that Mr. Onassis appears 
to be the recipient of a $100 million windfall and handout. 

Chairman Bonner of the Merchant Marine Committee has agreed to hold 
hearings on this subject before the committee on March 27, 1957. Subpenas 
are right now being served on all parties to the deal. 


The Cuarrman. Let me interrupt. 

These hearings were on the trade-out section. 

Mr. ZeLENKO. That is right. 

The Cuatrman. I told you that this matter could be brought in, so 
that I did not agree to hold any hearings on this particular maritime 
transaction. I said the whole thing would be a part of the hearing. 

Mr. ZetenKo. I understood, Mr. Chairman, from your opening 
statement here on the 27th of March, that we were going to take the 
entire build-and-trade-out, and also the Onassis transaction. 

The CuarrMan. That is correct. 

Mr. ZELENKO. I think we are on itnow. Thank you. 


A transaction of this type is governed by United States statute. It is permitted 
with companies owned or controlled by American citizens to stimulate ship- 
building in American yards. To enable them to get necessary funds, these 
companies are allowed to transfer or sell some of their active tankers to 
foreign-flag registry. This permits them to employ non-American cheap labor 
and to get certain substantial income-tax profits. 

Also, the American companies get certain other benefits from the building 
of the new ships because they can obtain a 100-percent United States-guaranteed 
mortgage. 

This is how Onassis did it: 

Mr. Onassis, among other assets, owned 12 tankers and 2 Liberty ships. He 
is not an American citizen. His two minor children are. They were born in 
the United States. In order to obtain the benefits of the statute, he caused 
to be drawn a so-called irrevocable trust agreement in which he is supposed 
to have turned over to his two children forever the title to the 12 tankers and 
the 2 Liberty ships. The trustee is the Grace National Bank of New York, an 
institution controlled by American citizens. 

The trust is full of loopholes. As a matter of fact, under its terms, Onassis 
still has substantial control of the entire operation, and by a number of devices 
and unreported agreements he can revoke, modify, or amend the trust. 

These are the details: 

Under the agreement the trustee has contracted to build a 100,000-ton tanker 
and 2 tankers of 46,000 tons each, which will cost about $50 million. These 
Ships are to be built by Bethlehem shipyards. This building project will cost 
Onassis practically nothing for he is to obtain a 100 percent mortgage from 
American insurance companies and banks, which is guaranteed by the United 
States Government. 

The other side of the deal, in which he supposedly relinquishes title to the 12 
tankers and 2 Liberty ships, provides that these vessels now under American 
flag be sold or turned over to his own foreign-flag companies. 

By means of some high-power bookkeeping, these ships are being sold for 
about $13 million. They are worth about $50 million in the world market 
today. 

Onassis is transferring, or has already transferred, most of these vessels. 
The ships to be built may be completed in 3 years. 

These appear to be the results of the deal if permitted to proceed : 567 Ameri- 
can seamen lose their jobs on the 14 ships. They are replaced by foreign seamen 
working at less than 50 percent of American wages. 

The new ships, if completed, will employ only 170 Americans, but not before 
3 years from now. 
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There is no present gain in American shipyard employment because the yards 
now have all the work they can handle for about 3 or 4 years. 

The United States loses income taxes from the wages of the American sea- 
men put out of work. 

The United States loses substantial tax returns from the operation of the 
transferred vessels. 

Onassis transfers the 14 ships now for a depreciated value of about $13 mil- 
lion, allowing one of his companies to write off millions in depreciation in tax 
deductions while his other companies, to which the ships are being turned 
over, can sell the same vessels at this moment for over $50 million, practically 
all clear profit under capital gains taxation after a short period of time—if, 
in fact, any tax will have to be paid to the United States at all. 

Onassis can now operate these ships at one-third the cost under foreign flags 
as against his American-flag operation. 

Not even a bond has been required of Onassis for the fulfillment of the con- 
tract. All the United States gets in the event of a default is a damage claim 
limited to $8 million—if and when it can ever collect. 

It appears, therefore, that under this porous and collapsible trust agree- 
ment the Onassis interest has attempted to confer American citizenship upon 
itself in order to build $50 million worth of ships with United States Govern- 
ment guaranteed funds; to obtain a tax and property windfall of another $50 
million worth of American vessels—adding up to a largesse of $100 million to 
Onassis—while 570 American seamen are put out of work. 

Mr. Speaker, do you not agree that the least that should be done under the 
circumstances is to give this matter a thorough review ? 

Now, Mr. Doub and Mr. Ray, that is the basis of my inquiry, and 
the heart of this entire transaction is this so-called trust agreement, 
without which it would have been against the law to enter into it, 
and the Maritime Administration would not have entered into it, 
and the Department of Justice could not have approved it. 

Before we go into the trust agreement, I wish to say that I shall 
attempt to demonstrate this in unlegal language. We have been given 
much legal language. Although I have been a lawyer for some 25 
years, I confess that I do not understand some of this, but that is due 
to my lack of training in trust work. 

We will reduce this to simple language to see whether my conclu- 
sions are accurate. 

In passing, Mr. Doub, may I say that I read your testimony on Fri- 
day and I believe it agrees with what I have said about. this trust 
agreement being irrevocable or not, but we will go into that in the 
future. 

Right now I am interested in the trust agreement and the parties 
to the trust agreement, particularly the grantor. 

I believe you indicated to us, Mr. Doub, that you were unfamiliar 
with the settlement transaction between Onassis and the Department 
of Justice in which this criminal and civil case was decided. I think 
you told us that a now, is .: right ? 

Mr. Dovs. No: I did not. I did not, Mr. Zelenko. I familiarized 
myself carefully with the settlement agreement of December 1955, 
which had been executed before I came to the Department, in con- 
nection with the formulation of this trust agreement. I would say I 
was thoroughly familiar with the settlement agreement. 

Mr. Zetenxo. Does that mean the criminal and civil phase of it, 
or just the civil phase of it, sir? 

Mr. Dovn. I read the statement made by representatives of the 
Criminal Division in the court to Judge Youngdahl at the time, and I 
think I may have it here. 

Mr. ZeLenxKo. I have it here, sir. 

Mr. Dous. You have it. 
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Mr. Zetenko. I believe you said Friday that Mr. Warren Olney 
was the man who knew about it and that he was the one that would 
handle it. May I quote exactly what you said? 

That is why I asked you before whether you were familiar with 
that phase of it. 

Mr. Dovus. I recall exactly what I said, Mr. Zelenko. 

I think Mr. Olney should be here now, if you would like to ask 
him anything about the disposition of the criminal cases. 

Mr. ZELENKO. Would you waive or step aside for a moment? 

Mr. Dous. Certainly. 

Mr. ZeLenko. That is with the consent of the chairman, because 
you indicated that Mr. Olney was the one who had handled the 
criminal phase of this case. 

The CuarrMan. Is Mr. Olney here? 

Will you step up and give your full name, sir? 


STATEMENT OF WARREN OLNEY 3D, ASSISTANT ATTORNEY GEN- 
ERAL, CRIMINAL DIVISION ; ACCOMPANIED BY ALLEN J. KROUSE, 
ATTORNEY, CRIMINAL DIVISION, DEPARTMENT OF JUSTICE 


Mr. Ournry. My name is Warren Olney. I am Assistant Attorney 
General in charge of the Criminal Division. 

The CHatrMan. You were at the time that this proceeding took 
place ? 

Mr. Outney. Yes, Mr. Chairman. 

The Cuatrman. Who is your associate / 

Mr. Otney. He is Mr. Allen Krouse of the Department of Justice, 
who is one of the attorneys who had immediate charge of the tanker 
cases in the Criminal Division. 

The Cuairman. He was with the Department at the time these 
cases went to court ? 

Mr. Outney. Yes. 

The Cuamman. We were going to have Mr. Olney’s statement in 
the record. 

Mr. Zelenko, do you care to have him make his statement first, or do 
you just want to ask him questions ? 

Mr. Zevtenko. I defer to the witness making his statement if he 
wishes to make one. 

Mr. Otney. I have no statement to make, Mr. Chairman. I am 
here to answer questions. 

Mr. ZeLtenko. The reason I asked, Mr. Chairman, was this: On 
Friday there were questions directed to the witness, Mr. Doub, and 
the questions were directed particularly by counsel, Mr. Drewry. I 
have the testimony here. 

Mr. Drewry said: 

Mr. Doub, there were certain criminal actions brought in connection with 
these transactions too, were there not? Was there not a plea of guilty by the 
corporations in the criminal action? 

Mr. Dous. There were some pleas entered on the same day that this settle- 
ment agreement was executed in December of 1955 in the District Court in the 
District of Columbia by a number of the defendants, but I am not familiar, 
Mr. Counsel, with those criminal cases and if you are interested in them I sug- 
gest that you call Warren Olney, head of the Criminal Division, because they 
were handled under his direct supervision. 

Mr. Drewry. I thought that might have some bearing on the question Mr. 
Tollefson asked. 
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Mr. Tollefson had asked whether there was ever a finding on the 
point as to the citizenship. Then you asked, Mr. Chairman: 


In drawing up the trust, was the criminal admission taken into account? 
That refers to the pleas of guilty. This appears at page 217. 
Mr. Doub said: 


We took into account all the factors that were involved. I do not like to talk 
about those criminal cases because I am not sure what they involved. 

The CHAIRMAN. You approved the trust. 

Mr. Dous. I did, and I assume full responsibility for the trust. 

Now, if, as Mr. Doub says, these pleas of guilty in the criminal cases 
were taken into consider ation in drawing the trust, and he suggested 
to Mr. Drewry or to you that Mr. Olney would be familiar with ‘them, 
I then asked that Mr. Olney come here because I think it is a fair 
subject for this inquiry on the witness’ own statement. 

He said that all the factors were taken into consideration in drawing 
the trust, and the criminal case, of course, was one of them. That is 
why I wanted to speak to Mr. Olney. 

The CuarrmMAn. You may proceed, sir. 

Mr. Zetenxo. Mr. Olney, do you have a copy of the criminal indict- 
ment with you? 

Mr. Otney. I think we do. Yes; I have one here. 

Mr. ZeLENKO. I believe that is criminal indictment No. 1647 of 
1953 ¢ 

Mr. Otney. That is correct. 

Mr. Zetenko. Charging a violation of title 18, United States Code, 
section 371 and 1001. 

Mr. Outney. Right. 

Mr. ZerenKo. Very briefly, can you tell us what title 18, United 
States Code, section 371 is? What statute is that? 

Mr. Otnry. That is the conspiracy statute, and 1001 is the false- 
statement statute. 

Mr. Zetenxo. Now, the conspiracy statute, I believe, is on page 

+ of your indictment. The indictment charged, in substance, that 
i vessels had been purchased by Onassis, that the conspirators— 
and you named a number of them, Onassis included; is that right? 

Mr. Outney. That is correct. 

Mr. Zerenxo. I am going to talk substantially, Mr. Olney, on only 
some of these names, to save time. If you find it helpful, will you 
interrupt if you feel it will clarify the situation ? 

Mr. Otney. Certainly. 

Mr. Zetenxo. You named, among others in the indictment, Mr. 
Onassis, Victory Carriers, United States Petroleum Transport, Cen- 
tral American Steamship Co., and Sociedad Ariona. I shortened that 
name. 

You charge in the conspiracy was that these defendants would 

falsify, conceal, and cover up by trick, scheme, and device, material 
facts concerning the United States citizenship, ownership, and control 
of said corporations within the meaning of the Shipping Act of 1916, 
as amended; and, by concealing and withholding information, that 
said applicants were and would be under the control of noncitizens, 
namely, the defend: ints Aristoteles S. Onassis and Sociedad Ari ‘iona, 
et cetera; and that in substance was the basis of your conspiracy 
count ? 
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Mr. Otney. Precisely. 

Mr. Auten. Mr. Chairman, would Mr. Zelenko yield for one minute ? 

Mr. Zetenko. Yes; I yield. 

Mr. Auten. Were there any individual defendants, other than 
Onassis ? 

Mr. ZeLenko. Yes; one was Onassis; another was Robert L. Beren- 
son, who up to recently owned 48 percent of the stock of the United 
States Petroleum Transport, and a man whom I may say the com- 
mittee has been trying to subpena, but we cannot locate him. 

The third one is Nicholas Konilidis, who at present is one of the 
new directors of the so-called company under the trust. 

Then there was a Mr. Casey, a Mr. Rosenblum, a Mr. Dudley, Mr. 
Augenthaler, George Cokkinis, and Harold L. Becker, who is also, I 
understand, prese ntly connected with the company. 

Then we have these corporate defendants. 

Mr. Auten. Thank you. 

Mr. ZeLeENKO. The second count in the indictment is what you call 
the substantive count, and, Mr. Olney, in layman’s language, if pos- 
sible, what is the charge there, very briefly ? 

Mr. Ouney. That is a violation of section 1001, the false-statement 
statute. 

Mr. ZeLeNKO. Which means in substance that, if someone submits 
a false statement to the Government, he is guilty of a crime; is that 
right ? 

Mr. Otney. Well, he is prosecuted under that section. 

Mr. ZeLEnKo. That is the crime. It is submitting a false statement 
to the Government, whether under oath or not ? 

Mr. Otney. That is correct. This statement had to do with the 
control of the ships. 

Mr. Zetenko. The citizenship. 

Mr. Otney. That is right. 

Mr. Zetenko. It was the Government’s object under this indict- 
ment to prove, in accordance with what we read, in substance, that 
although these ships had been purported to be purchased under Amer- 
ican citizenship, the Government charges that in fact they were not, 
that it was all under the control of Onassis. Is that it, in substance? 

Mr. Otnry. That was our theory of the case. 

Mr. Zecenko. One of the defendants, a man named Casey, had his 
case dismissed by the court under some immunity statute ¢ 

Mr. Outnry. Yes. 

Mr. Zetenko. That was also true of a couple of other defendants. 
That left Onassis and some of these corporations, did it not? 

Mr. Otney. Let me be precise, 

After Judge Youngdahl’s decision, there was left in the case only 
Onassis, Berenson, and Augenthaler, among the individuals. We, at 
that time, had jurisdiction over only United States petroleum car- 
riers, Victory carriers, and Central American Steamship Agency. 
We did not have jurisdiction over the other foreign corporations who 
were named as defendants, simply for the reason that we could never 
serve process on them since they were not in the United States. 

Mr. Zetenko. But you had jurisdiction over the individual de- 
fendants ? 

Mr. Otney. Yes; we did, over those that I mentioned. 
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I should have added that one of the persons, George Cokkinis, was 
an exception. We did not have jurisdiction over him because he 
apparently was a fugitive. We could not catch up with him. 

Mr. ZeLtenKo. Very well. 

I mentioned certain of the men against whom the case was dis- 
missed for certain reasons. That left Onassis, Berenson, Cokkinis, 
and some of the cofporations ¢ 

Mr. Ouney. Yes. 

Mr. ZeteEnKo. Now, Mr. Doub on Friday said there had been a 
thorough investigation of this case by the FBI and the Department 
of Justice. 

Mr. Outnry. There surely was. 

Mr. Zetenko. I assume that there was. 

Now, coincidental with this criminal case, we had had the seizures 
of all these vessels by the Civil Division. 

Mr. Otney. You are quite right. 

Mr. Zetenxo. When Mr. Doub was talking about the ruling of 
Judge Leahy in which it was held that the Government did not have 
a right to seize the vessels, that dealt with the civil case? 

Mr. Otney. That is correct. 

Mr. Zecenko. And Judge Leahy’s decision merely went to the right 
of the Government to seize? 

Mr. Oxtney. Yes; but what it involved was a construction of the 
Shipping Act and certain sections of it, and they were the same ident- 
ical sections that were involved also in the criminal case. 

Mr. Zecenko. Is this not what Judge Leahy said im simple language, 
and is this not what your Department said in regard to the seizure 
eases, and I shall not take too much time: that under the law it was a 
violation if one American citizen sold an American vessel to an alien, 
but it was not a violation if the Maritime sold it to an alien? Is that 
not in substance what that involved, according to what you people 
said ? 

Mr. Otney. I think it involved that in substance; yes. 

Mr. Zetenko. That makes it easy, does it not. 

Now, the Government in the civil case also had another right of 
action. Did it ever move, if you know, to rescind these contracts ? 

Mr. Ouney. I do not know. 

Mr. Zetenxo. Does Mr. Doub know? 

Mr. Dovus. Yes; we brought a proceeding for that purpose also. We 
brought every conceivable civil proceeding that could be brought. 

Mr. ZeLtenxo. Let me ask you this question: There came a time when 
there was a settlement arrived at on all of these transactions, civil 
and criminal; is that right? 

Mr. Outney. They were disposed of on the same day. 

Mr. ZeLenkKo. And it was all part of one deal; was it not / 

Mr. Otney. No, it was not. 

Mr. Zetenko. Who was in charge of this entire transaction, the 
civil and the criminal phase, on behalf of the Government, or were 
there separate people in charge? 

Mr. Otnry. Mr. Burger was in charge of the civil aspects of it, and 
I of the criminal aspects. 

Mr. Zetenko. And did you not work together on both of these cases 4 

Mr. Otney. To a limited extent. 
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Mr. ZetenKo. Do you say it is a mere coincidence that the criminal 
case and the civil case were both settled, so-called, on the same day? 

Mr. Ouney. Of course, not. I do not say that. 

Mr. ZeLenko. Was it not all part of one deal to settle the criminal 
and civil cases together ? 

Mr. Otney. No; it was not. 

Mr. Ze_enko. Do you mean that they were handled entirely sepa- 
rately ¢ 

Mr. Oxuney. They certainly were, as far as Onassis and the defend- 
ants were concerned. Mr. Burger and I did confer about them as they 
went along from time to time, and in the Criminal Division we were 
familiar with the general course that these negotiations were taking 
in the Civil Division, and likewise, in the Civil Division they were 
familiar with what evidence we had in the Criminal Division. The 
FBI reports, for example, went to both divisions. 

Mr. ZELENKO. What interests me is this, sir: 

You say that the Government could not: prove alien control in the 
criminal case and that is the reason why, on the criminal phase of it, 
the Government moved for dismissal. That is in substance what you 
say ; 

Mr. Oiney. I have never made that statement. 

Mr. ZetenKo. Do you know whether that was made by anybody else 
in the Department of Justice? 

Mr. Oxney. I do not believe so. 

Mr. ZeLENKO. May I read you, sir, what Mr. Krouse, who is sitting 
at the table here, said on December 21, 1955. 

Mr. Ouney. I thought you were speaking of before this settlement 
agreement. 

Mr. Zetenxko. I am talking of the criminal: case, sir. 

Mr. Oxuney. I am familiar with the statement that was made at the 
time that these pleas were acc ro It was read to the court. 

Mr. ZeLenko. Iam sorry. I did not wish to interrupt you. 

Mr. Ounry. I am familiar with the statement made in court at the 
time that the pleas of guilty were accepted. 

Mr. ZeLenKo. Did not Mr. Krouse, who represented the Criminal 
Division at that time in the court, at the time the Government was 
asking for dismissal, say in substance that it was very difficult for 
the Government to prove alien control ? 

Mr. Ouney. Yes; indeed. 

Mr. ZeLENKO. Now, on the same day, did not a number of these 
corporations plead guilty to this indictment ? 

Mr. Ouney. Yes, indeed, they did. This statement was made at 
the time those pleas were entered. That is one of the reasons why 
we think that the disposition of this case was unusually favorable to 
the Government. 

Mr. ZeLEnKo. Let me ask you this, sir: 

The corporations, but not the individuals, not Onassis, pleaded 
guilty to the indictment. In substance they said, “We are guilty. The 
indictment was correct. We violated the law.” Is that not in sub- 
stance what these corporations did when they pleaded guilty? 

Mr. Oxtney. I will remind you that when the corporations as well 
as the individual defendants were first arraigned on this charge, they 
entered pleas of not guilty, and they did not change these pleas until 
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at the same time they had been advised that the Government would 
move for dismissal of the individual defendants. They agreed not 
only that the corporations over which we had jurisdiction would enter 
pleas of guilty, but that the foreign corporations also would volun- 
tarily submit themselves to the court, and they also would enter pleas 
of guilty. 

Mr. Zecenxo. I am familiar, or I think I am familiar, “ the 
entire transaction, but I should like to stay on this point for the 
moment. 

Here you are, the Government, saying to the court, “We cannot 
prove that there is alien control here, and therefore we, the United 
States Government, Department of Justice, now ask the court to 
consent to dismiss these charges which we cannot prove,” and at the 
same time a number of defendants plead guilty. That is what hap- 
pened, was it not, in the court ? 

Mr. Otney. That is right. 

Mr. ZeLenkKo. Was it a deal? 

Mr. Outney. Well, it was the result of conversations between the 
defendants’ counsel who represented these people and myself. 

Mr. ZELENKO. Now, Mr. Olney. 

Mr. Ouney. If you want to call it a deal. 

Mr. ZeLenKO. I do not want to engage in semantics, saying “the 
result of conversations.” This was a deal. 

Mr. Otney. No; I do not use the word “deal” with the connotations 
that you are putting on it. 

Mr. ZeLtenko. Was it an agreement / 

Mr. Ounry. Yes; the pleas were entered pursuant to an agreement 
and with an understanding in advance of the course that the Govern- 
ment would follow with respect to the individual defendants. 

Mr. ZeELENKO. There were other phases to this agreement than ap- 
peared right in court at that time; is that right ? 

Mr. Otnery. Yes. 

Mr. ZeLenko. They were not made known to the court at that 
time; were they / 

Mr. Otney. Yes. 

Mr. Zetenko. They were not?! 

Mr. Otney. What phases do you talk about ? 

Mr. Zev_enKo. The other phi ises to the agreement regarding this 
settlement. 

Mr. Otney. The only agreement of which I have knowledge, or to 
which I have intended to refer, is such conversations with the result- 
ing understanding between the attorneys for the defendants in these 
cases and the Government as to the disposition that would be made 
of the charges in these indictments. 

Mr. Zetenko. Let me ask you this, Mr. Olney 

Mr. OtnEy. There was nothing in addition to that. 

Mr. ZeLtENKO. We will find out. Let me ask you this. Were the 
pleas of guilty entered before the Government approached the court 
and said, “We are dismissing this case,” or were they entered after 
or were they entered simult aneously, if possible ? 

Mr. Otney. It was all part of the same transaction in open court 
at one session, one thing after the other occurring in the ordinary and 
logical nature of the legal proceeding. 
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Mr. ZetenKo. Which came first if it was logical, the Government’s 
motion for dismissal or the plea of guilty on the part of these defend- 
ants ¢ 

Mr. Otney. Mr. Krouse advises me that his statement was made 
first before the pleas were actually entered. 

Mr. ZeLenKo. Do you mean that the Government advised the court 
that it wanted to dismiss the indictments ¢ 

Mr. Otney. Certainly. 

Mr. Zecenxo. And after that these defendants pleaded guilty ? 

Mr. Ouney. Certainly. We advised the court of the situation and 
of the intention of the corporations to enter that plea. 

Mr. ZELENKO. You were advising the court at that point that you 
could not prove your case. In substance that is what you were doing; 
were you? 

Mr. Otney. What we were advising the court was of a disposition 
of all of the counts in the indictment which we recommended and we 
gave the court the reasons and among those reasons were the very 
serious difficulties and problems that we would have inproving that 
case. 

Mr. ZeELENKO. That was what I said; was it not? 

Mr. Ouney. That is correct. 

Mr. ZevtenKo. I said that you were telling the court, in substance, 
that you could not prove the case, and after you finished telling the 
court a number of these defendants pleaded guilty. 

Mr. Ouney. Certainly. They had agreed to before we ever made 
such a statement. 

Mr. Zetenxo. Do you mean that it was part of an agreement that 
vou would dismiss the indictments because you could not prove them 
and these defendants then would come up and plead guilty? Is that 
the agreement that you are talking about / 

Mr. Otney. It agreed that the corporate defendants would enter 
pleas of guilty, that the foreign corporations would submit to the 
court’s jurisdiction and enter pleas of guilty, and that we would dis- 
miss the individual defendants who still remained in the case. 

Mr. Zevenko, As a Department of Justice official, and an Attorney 
General in charge of criminal cases, is it your practice to accept pleas 
of guilty from innocent people or corporations ¢ 

Mr. Otnry. No, sir. We did not in this case. 

Mr. ZeLENKO. Well, you have just _— us that you were informing 
the court that you could not prove your case, and, nevertheless, you 
accepted pleas of guilty. 

Mr. Ouney. Weil, lack of ability to prove the case and the question 
of guilt or innocence are not the same thing. 

Mr. Zetenxo. What are they, sir? 

Mr. Ouney. It is not infrequent, I am sorry to say, that the Govern- 
ment finds itself unable to present sufficient evidence to convince the 
court and the jury beyond a reasonable doubt of the guilt of the de- 
fendants even though the Government counsel who are handling the 

case may be well satisfied in their own minds as to the guilt of the 
accused, 

Mr. Zetenko. Do you mean to say that these lawyers representing 
the defendants, knowing that you were going to move to dismiss these 

cases, pleaded their clients guilty 

Mr. Oxtney. That is correct, pl exactly. 
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Mr. Zetenko. Who are these lawyers? Have you their names? 

Mr. Oxtney. Well, chief counsel was Mr. Leahy, William Leahy. 
Then there was his associate, Mr. William J. Hughes, and Edward J. 
Ross, from New York. 

Mr. ZevenKko. Now, those were not the only lawyers representing 
Onassis in this transaction; were they ? 

Mr. Outney. They were the only law yers in the criminal cases, and 
they are the only lawyers with whom we did business. Maybe I had 
better make this clear as to how the separate aspects of these matters 
were handled. 

When the indictment had been returned and when some of these 
seizures had been undertaken by the Civil Division and it became 
clear that there were aspects of Mr. Onassis’ affairs, some in the Civil 
and some in the Criminal Division, he had a number of counsel. Mr. 
Leahy, who was a very distinguished member of the District. bar was 
noted for his experience and background in criminal matters. Mr. 
Leahy appeared with his associ: tes and these other gentlemen whom 
I have named in connection with the criminal part of the case. Mr. 
Onassis, I understand, had other counsel who handled the civil aspects 
and the seizures. 

Mr. ZeLeENKO. May we have the names? Mr. Doub may be familiar 
with them. 

Mr. Doun. I will have to supply that. 

Mr. Zetenko. I think you told the committee Friday that you were 
going to get those names. 

Mr. Dovs. Yes. I made the note of the names of all counsel with 
which I personally had any contact in negotiating the terms of the 
trust agreement. I think I could give those names right now. Thomas 
Lincoln of New York, he was with Central American Ste: amship Co. ; 
Eliot Bailen of the law firm of Bailen & O'Sullivan of New York: 
Charles Cunningham, counsel for the Grace National Bank, of New 
York; and Tinsley Ray, vice president in charge of the trust depart- 
ment of the Grace National Bank; and the president of the Grace 
Bank. Ido not recall his name right now. 

Those were all the counsel with whom I had any contact. 

Mr. Zetenko. Mr. Doub, I was not here Friday, but I read your 
testimony. You mentioned something about Breed, Abbott & Mor- 
gan. You did not tell us about it now. 

Mr. Dovusn. I would rather supply that later because I wanted to 
make sure that I accurately cover the name of all counsel, Mr. Chair- 
man, with whom any other lawyers in my Division may have had con- 
tact. I feel perfectly free to state the names of the lawyers who had 
any contact with me, but I would like to have a chance to make sure 
that that is correct. 

The CHarrmMan. Will you supply that for the record. 

Mr. Dovs. Yes, sir. 

(See list on p. 171.) 

Mr. Zetenko. Mr. Olney, was this transaction, or agreement as 
you call it, in the criminal case 

Mr. Otnery. Might I interrupt a second? 

Mr. ZeLenko. Yes. 

Mr. Oxnry. I had not realized that you were dropping the matter 
of these counsel. There is an additional thing to mention there. 
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Mr. ZetenkKo. Proceed. Excuse my interruption. 

Mr. Oxney. As far as we were informed in the Department, the only 
counsel who worked with us were those who were employed for 
handling the criminal aspects of the case, but I do recall that early 
in the matter, not very long after Onassis was arrested, I believe, Mr. 
Charles Tuttle of New York called on me and wanted to discuss the 
criminal case and the disposition of it, and he took the position at that 
time with the Criminal Division that he did not represent Onassis or 
any of his companies. He stated that he was representing the de- 
fendant corporations, Victory Carriers, I believe, and he was insistent 
that Victory Carriers was an American corporation and was not an 
Onassis creature, was not controlled by him. 

At that time he did want to discuss with me and with the Civil 
Division jointly the disposition of the criminal part of the case and 
of the civil part of the case also. 

Mr. Zetenxo. Approximately what was the date of this conference 
between you and Mr. Tuttle, who apparently had not filed a notice 
of appearance, but with whom you discussed this case ? 

Mr. Oxnry. No, he had filed a notice of appearance in the sense 
that he represented the Victory carriers. 

Mr. Zetenko. Did he file a notice of appearance? 

Mr. Otney. Oh, yes, and Mr. Ross, whom I mentioned to you as 
having been present at the time that this case was disposed of on plea, 
I understand comes from the same firm that Mr. Tuttle comes from. 

Mr. ZetenKo. Asa matter of fact, he is attorney in fact for Onassis 
in a great many transactions, is he not ? 

Mr. Oxney. I do not know. 

Mr. ZetenKo. His name appears. 

Mr. Otnry. T have been informed that Mr. Tuttle did appear later 
on in the civil procedings as formal counsel for Onassis. That is 
why I mentioned this matter, because when he came to see me I was 
told very e xplicitly by him that he was counsel only for Victory car- 
riers, and specifically that he was not counsel for Onassis, but never- 
theless, his purpose in coming to see me was to tell me that he wanted 
to see if all these matters could not be disposed of at one time as a 
package. 

Mr. Zetenko. The criminal and civil as a package ? 

Mr. Ouney. That is right. 

Mr. Zetenxo. About when did this take place? 

Mr. Outney. I cannot tell you even approxiiiatelly, but I know that 
it must have been a year or a year and a half prior to the disposal of 
the cases. Bye ‘hecking my records, I can give you the exact date and 
will be ol: id to do so. 

At that time I told him that that method of handling the case 
would be impossible and the Department would not undertake to 
do it, that the people who were charged in the criminal indictment, 
through their counsel, would have to treat with the Criminal Division 
entirely separate from the Civil Division, and we adhered to that 
throughout. 

Mr. ZetenKo. May I interrupt you for a moment ? 

In substance, what you told Mr. Tuttle was that vou could not handle 
it as a package; that is, that the civil aspect would have to be handled 
separately and the criminal aspect separately ? 
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Mr. Otney. That is correct. 

Mr. Zecenko. But the general idea was to handle it as a package, 
was it not, no matter what the mechanics were ? 

Mr. Otney. No, it was not. 

Mr. ZeLenxko. Let us see what happened. What happened after 
that? 

Mr. Otney. From then on, the discussions of the settlement, for 
example, in the Civil Division were carried on entirely there and no 
one from the Criminal Division took any part in them. 

Mr. Zetenxo. And they did not have any knowledge of them? 

Mr. Otney. We had knowledge in a general way. Mr. Burger kept 
me informed of the general kind of discussion that was going on, but 
none of our criminal attorneys worked on it, none of them were con- 
sulted about it, none of them took any part in it. 

Mr. ZELENKO. Mr. Olney, the Department of Justice, the Attorney 
General’s office runs like any other law office. It has departments, 
but it is one office. 

Mr. Otney. Surely. 

Mr. Zecenko. What you are telling us now is this: that Mr. Tuttle 
came in to you sometime in 1954 and wanted to wind up both trans- 
actions, the civil and criminal, and from that point on, because your 
office is divided into departments, the civil aspect was handled by 
the Civil Division and the criminal case was handled by the Criminal 
Division, although you people in both divisions knew what was going 
on in either place, did you not ? 

Mr. Outney. That is correct. We kept each other informed in that 
way. 

There was one way in which this case was handled which differs 
from many other types of cases that we have. In ordinary suits in- 
volving fraud against the Government, for example, it is usual to 
dispose of the criminal aspects of it first, and the civil aspects and 
their negotiations for settlement and the rest of it will wait until the 
criminal case has been disposed of. The reason for that is not that 
there is anything improper about going ahead and handling both civil 
and criminal aspects of the matter at one time, but in proper adminis- 
tration, we think it is extremely important to try as best we can to 
separate the criminal and civil aspects lest the accused person be put 
in the position of being blackjacked into a civil settlement by threat 
of criminal prosecution. 

Mr. ZeLeEnKo. Mr. Olney. 

Mr. Otney. For that reason, we usually dispose of the criminal part 
of it first. Wedid not do that here. 

Mr. Zetenko. Mr. Olney. 

Mr. Ouney. Let me explain why. You have asked me these ques- 
tions. 

Mr. ZetenKO. Go ahead. 

Mr. Ouney. The reason was that on this charge, although there °re 
these several different counts, the counts are only a misdemeanor. The 
counts under the shipping act violations are a misdemeanor. They 
all turned on that same thing. The gist of this case was whether or 
not there had been a concealment of ownership and whether there did 
exist a foreign control which was prohibited by the statute. 

In the event of convictions, even of the individuals under this 
charge, no one of us, and I do not think anyone else, ever considered 
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that jail sentences were in order on this kind of a case for one reason, 
for example, that justifies what was done in the mind of the accused, 
the legality of what they were doing. 

Mr. ZeELENKO. I must interrupt, if you do not mind. 

Mr. Ouney. That is, the legality of what they were doing had been 
approved by the Maritime Commission, so that what we thought was 
that the maximum penalty which could be secured by the criminal 
prosecutions were the maximum fines, and the maximum fines were 
only $10,000. Now, that is the most that we could get out of the crim- 
inal aspect of the case. 

On the other hand, in the civil litigation there was involved the 
seizure of these 20-odd vessels, their return to the American flag, and 
proper control, | should say. There was also involved this cash 
settlement. 

As a practical matter, for the criminal aspects of the case to have 
been taken up first would have been the tail w: agging the dog. 

Mr. ZeLenkKo. Did you not just tell us that usually you settle up a 
criminal case first and then go into a civil case? 

Mr. Otney. That is correct. 

Mr. ZELENKO. Let me ask vou this: 

You said you did not have jail sentences in mind. Is not the matter 
of a jail sentence a question for the court, sir? 

Mr. Ouney. Surely. 

Mr. ZeLeNKO. That is not a question = the Attorney General. 

Mr. Otney. That is correct, but we can usually anticipate with 
some degree of reliability whether the olfe ‘nse is one in which a judge 
would be inclined to think that the interests of justice required a jail 
sentence, 

Mr. ZeLeENKo. These two crimes called for jail sentences if the 
judge or court saw fit to impose them in the event of a guilty finding, 
is that not so ¢ 

Mr. Otnry. I would doubt it. 

Mr. ZeLenkKo. The statute does not call for a jail sentence? 

Mr. Ouney. The statute does. 

Mr. ZeLenko. That is what I am talking about. It would be up 
to the judge to impose the sentence. 

Mr. OLNEy. Yes, but the judge imposes a sentence in his discretion 
and is not obliged to impose sentence in this case, and I doubt that, 
under the circumstances of this case, he would have imposed a jail 
sentence. 

Mr. ZELENKO. You do not know. 

Mr. Otney. No, but we had very good reason to believe that the 
judge would not impose a jail sentence in this case, particularly 
Onassis. . 

Mr. ZeteENKo. Had you discussed it with the court beforehand ? 

Mr. Otney. No, but we did know particularly the kind of defense 
and statement that Onassis would present to the court. 

Mr. ZELENKO. I want to get to the citizenship. 

Now, right after the Department of Justice said, “W e are going 
to dismiss the case because we cannot prove citizenship,” a number 
of defendants came in and pled guilty to the charge, in effect saying 
“We were guilty. We violated the law. We weren’t citizens and we 
said we were.” 

Mr. Otney. I think you have the order reversed. 
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Mr. Krouse, I believe, made the statement first. 
Mr. ZeLen«Ko. I said right after he made that statement, they came 
in and pled that way. 

Mr. Ouney. That is correct. 

Mr. ZeteEnKO. Then we got into the discussion of why any lawyers 
would have had their clients plead guilty when they knew that the 
prosecution was going to dismiss the case. Did it not seem unusual 
to you ¢ 

Mr. Outney. Not in the slightest. 

Mr. ZELENKO. I see. 

I want to get back to the time that Mr. Tuttle wanted to clean this 
up in a package and, even though you said that the Department of 
Justice had no such thought in mind, both the civil and criminal 
cases were wound up on the same day; were they not? 

Mr. Ouney. Certainly. 

Mr. ZeLenko. In effect, it was a package, was it not, with no strings 
around it; but it was a package? 

Mr. Ouney. I would not call it that. 

Mr. ZeLeNKo. Well, it cleaned up the deal for the Department, 
did it not? 

Mr. Otney. Surely. 

Mr, ZeLenxko. Is not that what Mr. Tuttle asked for when he first 
came to talk to you? 

Mr. Otney. Surely. 

Mr. ZeLtenxo. He got what he wanted, did he not? 

Mr. Ounery. No. 

Mr. ZeL_enKo. Now, you say an investigation was made in regard 
to the citizenship of Mr. Onassis and Mr. Berenson and Mr. Cokkinis 
before the dismissal of the criminal case. 

Mr. Otney. Well, there were investigations made of the citizenship 
of the controlling corporations. 

Mr. ZetenKo. Were there any investigations made of the individ- 
uals Berenson, Onassis ? 

Mr. Otney. There were investigations made of their activities in 
this matter and that included, of course, investigations of their citizen- 
ship status; but I do not believe there was any issue about either the 
citizenship of Onassis or Berenson or Cokkinis or any of the others. 

Mr. ZELENKO. I want to ask you, was an investigation made into the 
proposition as to whether Mr. Berenson owned that stock on his own 
or was merely a dummy for Mr. Onassis? 

Mr. Ounery. Surely. 

Mr. ZeLeENKo. What did it show? 

Mr. Outney. Well, I can tell you what our theory was. 

Mr. ZeLenKo. I want to know what it showed, not what the theory 
was. 

Mr. Otnry. Our theory was that he wasa dummy. 

Mr. ZevtenKo. Mr. Berenson ? 

Mr. Ounry. Yes. 

Mr. Zetenxo. That was more than a theory, was it not, sir? Was 
that not a result of an FBT investigation which showed that Mr. Beren- 
son was a dummy for Mr. Onassis? Was that not what the FBI 
came un with? 
Mr. Otney. No. 
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Mr. ZeLENKO. How did you find out that Mr. Berenson was a dummy 
in this transaction? By the way, Mr. Berenson owned 48 percent of 
the stock at that time in his name? 

Mr. Otney. I believe so. 

Mr. Zecenxo. Tell us how you found out that he was a dummy for 
Onassis ? 

Mr. Otnry. We had to find out the facts of these matters the hard 
way and in so doing we succeeded in virtually destroying our own case. 
We did have the FBI make as thorough an investigation as possible 
but the issue of control of these various corporations with all the 
multiplicity of them had to be dug out from the records and the books 
and records and minutes of the corporations and from statements 
which we had to obtain from the corporate oflicers who were most 
hostile and unwilling witnesses. 

Mr. ZELENKO. Which ones were hostile ? 

Mr. Outney. That evidence could not be obtained by the Bureau. 
We had no alternative except to go call those people before the grand 
jury and examine them there and to serve subpenas duces tecum for 
the corporate records, which we did. All of that was done by Mr. 
Krouse under written instructions from the Attorney General to 
investigation 1001 violations, that is, false-statement violations. We 
did not believe at that time that we had a violation of the Shipping 
Act and the purpose of the inquiry was not to determine whether there 
had been any criminal violation of the Shipping Act but to find out 
if they were false-statement cases, and these peope were brought in 
there by us under the belief that that was what we were inquiring into. 

Now, we did succeed from those records and minutes in convincing 
ourselves and the grand jury also that Mr. Berenson, as you say, was 
a dummy on this thing and so were these other people, but the thing 
that happened was that, having our indictment returned, then some 
of the major defendants, and that includes Cokkinis, Joe Casey, and 
Joseph Rosenblum and Robert Dudley, went into court and made ¢ 
motion for dismissal out of the case as to them on the ground that a 
certain section of the Shipping Act gave them automatic immunity 
because we had subpenaed them before the grand jury and they had 
given testimony. Now, under that statute it is not required in ‘order 
for a witness to gain immunity that he claim his privilege against self- 
incrimination and then be directed to answer. The statute gives him 
the immunity automatically and the result was that they got immunity 
from prosecution in these cases without our ever intending it or without 
ever knowing at the time we were doing that, and when ‘these motions 
were made the whole matter was ver y carefully argued and briefed and 
a lengthy opinion and decision was made by Judge Youngdahl sustain- 
ing them in that position and dismissing that out of the case. 

‘Mr. Zevenko. I have the citation here. 

Mr. Otney. That left us in the extremely difficult position of having 
to try those few persons who had been left in the case sunply be- 

‘ause we had never been able to get them before a grand jury and 
to drop out those who were among those that were pr incipally responsi- 
ble for this thing, and in passing on that point Judge Youngdahl pro- 
ceeded to give a construction to certain sections of the Shipping Act, 
section 9 among others, which was also involved in the civil litigation, 
and we found ourselves in the position where, in order to try to keep 
in these defendants who claimed that they were entitled to immunity 
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because the inquiry did, in its general scope, include possible violations 
of the Shipping Act, the Criminal Division was going to have to take 
a position on the construction of that statute which was at variance 
with the construction placed on it by the Civil Division and which 
was essential to their civil litigation. 

Then we found ourselves also i in the position of having a number 
of defendants still left and these other defendants all exe ‘used who were 
going to testify on behalf of the defendants, of course. So that our 
position on this case was at the time that this matter came up for settle- 
ment extremely w eak to say the least. 

Mr. Zevenxo. Can I translate it, if I may, and see if I understand 
it? I donot want the committee to be involved in legalism any more 
than necessary. Let me see if I understand you, sir. Some of these 
defendants before this criminal case was thrown out had been called 
on to testify before the grand jury. Isthat right? 

Mr. Oxney. Yes. The indictment was based in large part on some 
of their own testimony. 

Mr. Ze_enxo. Those defendants thereafter claimed that because 
they were called on to testify they got immunity of some kind under 
a statute and could not be prosecuted in a criminal case. 

Mr. Otney. That is quite right. 

Mr. ZeELENKO. That is what Judge Youngdah!l said. 

Mr. Otnry. To our intense consternation and considerable surprise. 

Mr. ZELENKO. We do get surprised in the practice of law sometimes, 
do we not, Mr. Olney? That left these other defendants, did it not? 

Mr. Otnry. Yes. 

Mr. ZeELENKO. You based your criminal indictment in part, you say, 
upon the testimony of these defendants who later were given release 
bythe court. Isthat right? 

Mr. Otney. That is right. 

Mr. ZeLtenxo. They hi ad told you enough to base your criminal case 
on in the grand jury room, is that correct ? 

Mr. Ouney. Yes, and they had told us enough to convince us in our 
own minds of the guilt of the corporate defendant under the thing 
although it also made it perfectly plain that it was virtually impossible 
for us to prove it. 

Mr. ZeLENKO. Just a moment, sir. In part, your evidence to pro- 
cure the indictment was secured from these defendants then, who later 
became defendants. What they told you in the grand jury room was 
enough in part upon which to base your indictme nt. 

Mr. Ounry. That is right. 

Mr. ZetenKo. You later indicted some of them and they later got 
out of the case because there gras an immunity statute. 

Mr. Ouney. That is right? 

Mr. Zetenxo. But they had sworn under oath to certain testimony 
in the grand jury room, is that right, and they could not be prosecuted 
in this nae once the judge threw it out. 

Mr. Outney. That is right. 

Mr. Zrienxo. What prevented you from subpenaing these people 
to appear against the other defendants left in the case ? 

Mr. Ontry. Nothing. They could have been subpenaed. 

Mr. ZeLtenKo. You told us a moment ago that you were afraid that 
these defendants who got out of the case were going to testify in the 
case for the other defendants. Do you remember telling us that? 
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Mr. Otney. That is right. They would have. 

Mr. Zetenxo. Yet you told us in the same statement that they had 
told you enough upon which you could base your indictment in part 
in the grand jury. 

Did you tell us that, sir? 

Mr. Ouney. Yes, indeed. 

Mr. ZeLeNKo. You cannot reconcile those two statements, can you? 

Mr. Outney. I do not have any difficulty in doing it. 

Mr. ZeLtenkKo. I assume not. 

Mr. Otney. Had we gone to trial with these people who were ex- 
cused still in the case, we would have been in a position to use 

Mr. Zetenko. I do not understand you when you say if you had 
gone to trial with the people who had been excused in the case. 

Mr. Ouney. I mean had Judge Youngdahl ruled the other way, so 
that they were still in the case, we would have had their testimony to 
use against them had we desired to do so. 

Mr. ZeLenxo. You could still use it against them because the judge 
said they could not be prosecuted. You could subpena them and use 
it against the other defendants. 

Mr. Otney. No, you could not. 

Mr. Zetenxo. Oh what do you base your opinion ? 

Mr. Otney. It is because had we wanted to use the grand jury testi- 
mony against them had they been defendants we would introduce the 
questions and answers given by them in the grand jury room which 
would be evidence as admissions : against them, but after they are out 
of the case if we expect to use their testimony we must call them as 
Government witnesses. 

Mr. Zetenxo. And you would get the same testimony. 

Mr. Otnry. No, we would not. We would have to question them 
anew and we have then difficult, hostile witnesses who will do every- 
thing they can to avoid supporting the Government’s case. 

Mr. ZeteNko. Mr. Olney, let us be practical. I have practiced 
criminal law and I have been an assistant too. Let us get down to 
that. 

Mr. Outney. In addition to that, if we call them as witnesses and 
there are variations from what they said before the grand jury, we are 
in the difficult position of trying to impeach our own witnesses which 
we cannot do unless we are taken by surprise and for them to take 
an attitude that is hostile to the Government under the circumstances 
of this case would have been no surprise to anybody. 

Mr. ZELENKO. Let us understand each other. 

Mr. Ouney. As a practical matter, if you say you have had experi- 
ence with prosecutions in criminal cases, you must know from your 
own experience what a difference there is between offering into evi- 
dence a transcript of admissions that a man has made and then ¢ alling 
that same man as your own witness when he is hostile and wants to 
avoid the facts. 

Mr. Zerenxko. I do not want to be involved in legalisms because T 
do not think the committee is sitting as a judicial tribunal, but I want 
to simplify this. There was nothing preventing you from serving a 
subpena on the men who had been put out of the case and bringing 
them in as your own witnesses. Was there anything to technically 
prevent that ? 
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Mr. Otney. There was nothing preventing our serving the subpena, 
but there were the practical considerations of the trial. 

Mr. ZeLenko. You mean they would change their stories / 

Mr. Otney. Of course, and we could not vouch for it. 

Mr. ZeLtENKO. You mean you had grand jury witnesses with grand 
jury testimony and you would subpena them into court and expect 
them to change their sworn testimony in the courtroom? Is that what 
you are telling us ? 

Mr. Oxney. I expect that they would give quite a different impres- 
sion and version from what they gave before the grand jury. 

Mr. ZeELENKO. Would that not be perjury / 

Mr. Otney. Let me remind you that the testimony they gave 
before the grand jury was extremely reluctant, that, although we 
came to these conclusions and the grand j jury did also, when they voted 
the indictment based on their testimony, it was because of the admis- 
sions that were forced out of them although they wanted to conceal that 
they had engaged in any such conspiracy as was charged. 

Mr. ZetenxKo. But whether the admissions were forced out of them 
or not, they did say certain things and that would be binding on other 

conspirators, would it not, under your conspiracy prosecution 

Do you say, sir, that the admission of one conspirator is not binding 
on one during the course of a conspiracy ? 

Mr. Oxnery. Of course not, Mr. Zelenko, during the course of : 
conspiracy; but this conspiracy was concluded long prior to the in- 
dictment, and the admissions of a conspirator after the conspiracy is 
concluded are not admissible against his coconspirator. 

Mr. Van Petr. Mr. Chairman, are we trying this case over again 4 

Mr. ZeLENKO. No; we are exploring the reason why this deal was 
made. 

Mr. Van Pe xr. I do not believe that the witness has to be attacked 
with a voice such as you are using. 

Mr. Zevenko. I cannot talk softly. If I am speaking too loudly, 
Mr. Olney, please tell me. I excuse myself. There is nothing per- 
sonal in this thing. It is the way I have of asking questions. [If it is 
wrong, I apologize. I will try to talk in a low voice. 

You stated that Mr. Berenson was a dummy for Mr. Onassis at the 
time he owned 48 percent of the stock ? 

Mr. Otney. I stated that that was our theory. 

Mr. ZetenKo. Did you not also tell us that your investigation 
showed that to be so? 

Mr. Otney. I stated that our investigation and the testimony be- 
fore the grand jury made us believe that that was the case. 

Mr. ZreLtenKo. It was as a result of your investigation that you 
came to the conclusion that Berenson was a dummy ? 

Mr. Ouney. Yes, if you include the grand jury, too. 

Mr. ZeLenKo. Of course, that is a complete investigation, is it not? 
After you completed your investigation, the gr: and jury, the FBI, 
and otherwise, the Departmentof Justice had come to the conclusion 
that Berenson was a dummy for Onassis. Is that not what you 
told us? 

Mr. Otney. Yes, that is exactly what I said, but perhaps I should 
not have used the word “dummy.” We though that he would do 
Onassis’ bidding, but whether or not the stock, for example, was in 
fact owned by Berenson, or whether he held it under conditions to 
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somebody else, we never knew and we never had any information on 
that. 

Our concern, of course, was control of this company and we 
thought that the evidence showed that Berenson would do what Onas- 
sis wanted him to do. 

Mr. Ze_enko. You thought that he was under the control of Onas- 
sis. Isthat not what you are telling us? 

Mr. Otney. That is right. That is what we thought. 

Mr. ZreLeNKo. Give us the names of the other American citizens 
there. 

Mr. Ounry. Cokkinis. 

Mr. Zevenko. What did you find out about him ? 

Mr. Ounry. I do not recall whether he is an American citizen or 
not. I am informed that he was naturalized about a week before he 
got stock in the company. 

Mr. ZeteNKo. How much stock did he own? Do you remember? 
Was it about 10 percent? 

Mr. Outney. The same evidence and investigation that we referred 
to convince us that he was just a hired man for Onassis. 

Mr. ZecenKo. He was under the control of Onassis ? 

Mr. Ouney. Yes. 

Mr. ZetenKo. What about the other American citizens ? 

Mr. Otnry. Well, Mr. Casey had been a former Congressman. 

Mr. ZeLtenko. He did not own stock in the company at that time? 

Mr. Outney. He was involved up to his ears. 

Mr. ZeLenko. I am talking of the stockholders. 

Mr. Oxtney. I do not remember whether he owned stock in the 
company. 

Mr. ZecenKo. Mr. Krouse is shaking his head. What about a man 
named Storen ? 

The CuarrMan. Let the witness answer. 

Mr. Outney. | am not familiar with him. He was not one of the 
defendants charged. 

Mr. Zetenko. Who were the other stockholders, if you know? 

Mr. Otney. I donot know. We may havea list of them. 

According to the information in our file here, after all these compli- 
cated deals between these various corporations were completed, it ends 
up with United States Petroleum Carriers having the following stock 
picture. 

Mr. Zetenko. As of what date, Mr. Olney, please ? 

Mr. Otnery. It would be in 1948. We get the information that 
Ariona held 490 shares, which was 49 percent; Berenson, 480 shares, 
which was 48 percent; a man named Carver holding 10 shares, which 
was 1 percent; Storen holding 10 shares, which was 1 percent, and 
Cokkinis holding 10 shares, which was 1 percent. 

Mr. Zetenko. Was anything done about investigating this Mr. 
Storen to see whether he was also under the control of, or was a dummy 
for, Onassis ? 

The reason I asked that, Mr. Olney, is that he is listed as 1 of the 
4 American citizens by Mr. Doub. That is why I used his name. 

Mr. Otney. He was called as a witness before the grand jury to 
testify about his ownership, and transactions with Onassis. 

Mr. ZeLENKO. He wasa dummy, was he? 
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Mr. Ounry. I am rather sorry that I ever used that word, because I 
must put the same meaning on it that I put on it when I was using it 
before with respect to Berenson. We felt that he was a man who was 
under Onassis’ control in the sense that he would do his bidding. 

Mr. Zerenko. You say he was not a defendant in this case; is that 
right ? 

Mr. Otnry. No: he was not. 

Mr. ZetenKko. He was not a defendant. Yet he owned how many 
shares of stock? 

Mr. Ouney. Ten shares, 1 percent. 

Mr. Zecenko. Had you intended to use him as a witness at the trial / 

Mr. Outnry. I do not recall. We might have. 

Mr. ZeLENKO. Would he not be one of the elements of proof that you 
had to prove that Onassis had control of this corporation? And yet 
here is a man who was not a defendant. 

Mr. Otney. I will tell you this: That we never had any reason to 
think that Mr. Storen would testify that he was a dummy for Onassis. 

Mr. ZeLeENKo. Did you have an investigation on him‘ 

Mr. Ouney. They all had denied that. 

Mr. ZeLteNKo. What about this Cokkinis, who owned 1 percent of 
thestock? Did the investigation show that he was a dummy or a hired 
man for Onassis / 

Mr. Outney. He was indicted on that theory. 

Mr. Zecenxko. Of course, there was no doubt about the cor porations 
because they walked right in and pled guilty. 

Mr. Otney. Well, there was a very serious doubt about it. In fact, 
that was what the whole case was about, and there never was any 
establishment of that fact until they did step into court, as you say, 
and enter pleas of guilty. 

Mr. ZeELENKOo. Was it part of the deal that these corporations would 
plead guilty at the same time that the individual defendants, Onassis 
and the others, would have their cases dismissed / 

Mr. Outney. Yes; it was. 

Mr. ZeLeENKO. Now, why did not these corporations plead guilty 
first ? 

Mr. Otnery. Well, we had reached an understanding as to what we 

would do with each of the several defendants who remained in the case 
who were under indictment, and it was merely a matter of disposing 
them in a single hearing of the court and taking them up one at a 
time. 

Mr. Zevenko. It was part of the package that Mr. Tuttle spoke 
about ¢ 

Mr. OLNey. No, it was not. 

Mr. ZELENKO. Well, it had the same effect. 

Mr. Otnery. No, it did not. That had nothing to do with the civil 
matter. 

Mr. ZeLENKO. The substance of the entire deal on the part of the 
Government, civil and criminal, was just what Mr. Tuttle had asked 
for about a year and a half before ? 

Mr. Otney. No, it was not. 

Mr. ZELENKO. What was the difference ? 

Mr. Ouney. The only resemblance was that the civil and criminal 
matters were disposed of, which was part of what he was seeking 
todo. 
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When Mr. Tuttle came to see me, for example, that was long before 
Judge Youngdahl had made this ruling, and at the time when we 
thought we would be able to maintain ourselves successfully in the 
criminal court. 

Mr. ZELENKO. I want to leave that. I believe we would like to leave 
that for the moment. 

Now we come to August 10, 1956, the date of the trust agreement 
here. You are not familiar with that phase of it, are you, Mr. Olney? 

Mr. Otney. I do not believe so. I know nothing about the trust 
agreement. 

Mr. ZeteNn«Ko. I would like to resume with Mr. Doub if nobody else 
has any questions. 

Mr. Auten. Mr. Chairman, to complete the record, may I ask Mr. 
Olney what the defendants pleaded guilty to, and what judgment was 
passed gt ~ pleas ¢ 

Mr. OLN Perhaps I might read to the committee exactly what 
Mr. Raa caaaed to the court, which took into consideration 
everything about the disposal of the criminal cases, including the 
penalties. 

Mr. ALLEN. I would like that, if it is agreeable to the chairman. 

The CHAmRMAN. Yes. 

Mr. Otney. Having addressed the court, Mr. Krouse said : 


We are here today for the purpose of recommending a disposition of United 
States v. Onassis, et al. (Criminal No. 1647-53). 

As the court is aware, the indictment in this case is laid in eight counts. The 
first count charges a conspiracy with two objects: First, to defraud the United 
States by obstructing the governmental functions of the Maritime Administration 
in its administration of the Merchant Ships Sales Act of 1946 through the sub- 
mission to that agency of false statements and representations concerning the 
citizenship, ownership, and control of the defendants United States Petroleum 
Carriers and Victory Carriers; and, second, to violate section 1001, title 18, 
United States Code, by means of the false statements and representations just 
indicated, and also false statements in connection with the financial qualifications 
of Victory Carriers to buy vessels under the Merchant Ship Sales Act. Counts 2 
to 5, inclusive, charge substantive violations of section 1001, with respect to the 
citizenship of Victory Carriers in connection with applications to purchase vessels 
under the provisions of the Ship Sales Act. Count 4 is alternative to count 2, that 
is, they are identical counts with the exception that one charges control of Victory 
Carriers to be in the defendant Onassis and the other charges the control to be in 
the defendant Sociedad Industrial Maritima Financiera Arione. 

Counts 3 and 5 are also alternative in the same respects as counts 2 and 4, 
except counts 8 and 5 charge the offense to have been committed on a day different 
from that alleged in counts 2 and 4. Counts 6, 7, and 8 charge substantive viola- 
tions of section 1001 on different dates with aoent to the making of false state- 
ments and representations in balance sheets and financial statements. 

Counsel for the defendants have offered to enter pleas of guilty to 6 of the 
8 counts of the indictment on behalf of all the corporate defendants named in this 
indictment, namely, United States Petroleum Carriers, Victory Carriers, Central 
American Steamship Co., Sociedad Industrial Maritima Financiera Ariona, Socie- 
dad Maritima Miraflores, and Transatlantica Financiera Industrial. Upon ac- 
ceptance of these pleas, the Government will move the court to dismiss counts 2 
and 3 of the indictment as to all of the defendants, both corporate and individual 
and will move the court to dismiss the remaining counts as to the individual 
defendants, namely, Aristotle S. Onassis, Robert L. Berenson, Charles Augen- 
thaler, and George Cokkinis. 

The motion for the dismissal of counts 2 and 3 as to all defendants is based on 
the fact that these counts are alternative to counts 4 and 5. The Government 
would undoubtedly be required to elect between these counts in the event of trial. 
and therefore it is appropriate to accept a plea as to only 2 of these 4 counts. 
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The motion for the dismissal of the remaining counts as to all individual 
defendants is based on the following reasons: 

The Government is confronted by a serious legal issue in the interpretation 
of the word “control” as defined by section 2 of the Shipping Act. It is essen- 
tial to the Government’s case that the United States Petroleum Carriers and 
Victory Carriers be proven to be under alien control. The Merchant Ship Sales 
Act of 1946, under which the vessels involved in this indictment were obtained, 
required these defendant corporations to meet the tests of United States citizen- 
ship as defined in section 2 of the Shipping Act of 1916, as amended. One of 
these tests involves an interpretation of the meaning of alien control. In the 
absence of any precedent in a criminal case, this issue is too unsettled for the 
Government to predict with any certainty what the outcome would be on a trial 
of this indictment. 

In addition, the complexity of the case, together with the fact that a trial 
might well consume 6 months or longer, involving some 70 to 100 witnesses and 
some 500 exhibits, constitute serious trial hazards. 

Finally, as stated in United States v. Niarchos, a similar case in this court, the 
yovernment views these cases somewhat analogous to antitrust proceedings 
where there is pending simultaneously criminal charges and civil claims arising 
out of the same transactions. Negotiations between the Government and the 
defendants herein have culminated in an agreement under the terms of which the 
defendants will pay the Government $7 million. The terms of this agreement 
are such that American citizen ownership of the vessels will be insured. The 
ultimate result of this settlement is to accomplish and bring about an observance 
and compliance with the shipping laws. 

Under all of the circumstances, the Department of Justice believes it is in 
the best interests of the United States to accept these pleas of guilty on behalf 
of the corporate defendants to dismiss the counts indicated as to the individual 
and corporate defendants. 

The Government recommends that upon the acceptance of the pleas the court 
impose fines on the defendants under each count in the maximum provided by 
law. Sction 371 of title 18, United States Code, which is the conspiracy statute, 
prescribes a maximum fine of $10,000. Section 1001, title 18, United States 
Code, the false-statements statute, prescribes also a maximum fine of $10,000. 

The court did impose the maximum fines in each case. 

Mr. Atten. What was the total of the fines / 

Mr. Otney. $160,000. 

Mr. AtLteN. Thank you, Mr. Chairman. 

Mr. Totierson. Mr. Chairman, may Lask a question / 

The CuatmrmMan. Mr. Tollefson. 

Mr. Totierson. Did I gather from your testimony that you have 
in other instances charged the defendant both criminally and civilly 
on facts arising out of the same transaction / 

Mr. Ouney. In these shipping cases ? 

Mr. Totierson. Or in any cases / 

Mr. Ouney. Oh, yes. 

Mr. To.titerson. Was that unusual ? 

Mr. Otney. Not at all. 

Mr. Toutierson. Is it unusual to settle the civil and criminal cases 
together or at one time? 

Mr. Otney. Well, it is in some areas. In some areas it is cus- 
tomary and in other areas it is not. In antitrust cases, for example, 
criminal indictments for violating the antitrust laws and injunction 
suits to prevent further violations and suits for penalties and what- 
not, are regularly disposed of at the same time. However, in cases 
of frauds against the United States, obtaining money fraudulently 
from the Government, for example, or in income-tax cases, it is the 
regular rule to dispose of the criminal aspects of the matter before 
the Government will entertain any discussion of the civil aspects of 
it. The reason is that in those cases we desire to avoid putting a 
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defendant in the position of having to agree to a civil settlement 
as a condition to escape criminal prosecution. We think that that 
is unfair to put him in that position, and consequently we dispose 
of the criminal aspects first. 

In this case we followed a procedure very similar to what the Anti- 
trust Division does for the reasons I have explained. 

Mr. Toxierson. In eriminal cases does the Government ever find 
itself in a position where after having indicted an individual it comes 
to the conclusion that it does not have as good a case as they had 
hoped, and they then accept the plea to a lesser charge or to a smaller 
number of counts in the indictment ? 

Mr. Otney. Well, of course, that does happen, but not very often. 
The thing that was unusual here is that this was not a situation where 
on second thought or reappraisal of the case we found out our case 
was not as good as we thought. What happened was that we got a 
devastating opinion out of the court on both the law and on the fact 
and with these dismissals. After Judge Youngdahl rendered his 
decision, for example, I asked Mr. Krouse, as long ago as the 8th of 
August 1955, to prepare a memorandum giving a complete review of 
the status of this case of exactly what the case was and an appraisal 
of it, its strengths and its weaknesses, without any recommendations 
as to what should be done but just for what it was worth, which was 
done in some sixteen-odd pages. 

That satisfied me at that time that there was no reasonable prospect 
of expecting a successful outcome of this matter even if we went ahead 
and tried it as against the defendants who were still left. 

Mr. Totierson. Could I ask you how long have you been with the 
Justice Department ? 

Mr. Otney. Since the 2d of February 1953. 

Mr. Totierson. I take it that you have had prior experience. 

Mr. Otney. About 20 years. 

Mr. Touiuerson. I ask you the same question that I asked Mr. Doub. 
Are you satisfied with the settlement that was made in this case? 
Was it a good settlement for the Government ? 

Mr. Outnery. I am extremely proud of the settlement. We had no 
pair. We did not have any in this criminal case. I am satisfied that 
we could have gone through months and months of trial in this case 
without any real prospect of convicting anybody of anything and had 
we succeeded we never could have gotten, I am sure, anything more 
than the maximum fines which we did get. We got more, as a matter 
of fact, because of the additional corporations who came in and 
submitted themselves to this thing. Now, viewing it from the point 
of view of the criminal case entirely, I do not see how we could have 
come out with a better result. If it had not been for the anxiety of 
the defendants to get rid of the litigation and call it quits and had 
they really put us up against a trial date I have very serious doubt 
as to whether we would have elected to go to trial, but would not have 
dismissed the proceeding because it seemed to us so hopeless after this 
decision. 

Mr. Totuerson. That is all, Mr. Chairman. 

Mr. Zetenko. Mr. Chairman, may I ask another question? 

The CHairman. Yes, 
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Mr. Zetenxo. Mr. Olney, did not Judge Youngdahl say in his 
decision that you could go ahead with the fraud case? He was not 
deciding this 1,001 count in the indictment, was he? 

Mr. Ounry. Yes, he gave a construction of the law there which left 
a possible loophole open to us, but he was very careful to mention in 
his opinion, for example, in construing the law, that there would 
donbtless be marginal cases, I think he said, where the application of 
the statute would be in very serious doubt. 

Mr. ZeLtenko. He was not talking about this case? 

Mr. Otney. He was talking about this case, and it was in this 
case that he made that ruling. 

Mr. ZeLtenko. Let me get this right. 

Mr. Ounry. He did not pretend to, of course, pass on the facts as to 
what the evidence might be because it had not been presented to him. 

Mr. Zetenko. He decided purely and simply this question of im- 
munity on the other defendants. Is that what this question was? 

Mr. Ouney. Yes, but it had involved in it, and the reason they got 
immunity, was because of the construction that he put on the Shipping 
Act. 

Mr. ZeLenko. He did not dismiss Onassis, did he? 

Mr. Ouney. No. 

Mr. Zetenko. He did not dismiss the other defendants / 

Mr. Otnry. Of course not. 

Mr. ZeLenko. Because they had not testified. He was deciding 
merely the immunity, was he not? 

Mr. Otney. That is right. He decided that issue, but involved in 
that issue was his construction of the Shipping Act and its general 
application to the whole case. 

Mr. Zetenko. Let me ask you this: Did you know that on August 10 
of the following year Onassis turned over 75 percent of the stock of 
the companies which you said you could not prove he controlled, that 
he turned it over to a trust 9 months after you moved to dismiss? 

Mr. Oxney. I am not aware of what the circumstances of the trust 
are, 

Mr. ZELENKO. Do you know that 9 months after you say you could 
not prove his control he turned over 75 percent of the ownership of 
these companies to a trust, that he in person turned them over? 

Mr. Ouney. I know no such thing. 

Mr. Dovs. I forced him to make that transfer. He did not do it 
voluntarily. 

Mr. ZeELENKO. But he did it. Onassis turned over 75 percent of the 
ownership of these companies 9 months after the Government said 
they could not prove he owned it. 

Mr. Dovs. Yes, and as I stated Friday, his counsel stated to us 
that it had been necessary for him to purchase the additional shares 
over and above the 49 percent in Ariona and that as a matter of fact 
by my insistence that he deliver 75 percent instead of 51 percent 
which his counsel argued was all that was necessary, he had been 
compelled to pay extremely fabulous prices for the additional shares. 

Mr. ZeLenko. It is a little late and I shall not go into that. You 
said that his counsel told you that he paid high prices. Was that 
Mr. Tuttle? 

Mr. Dovs. I never spoke to Mr. Tuttle. 
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Mr. ZeteNKo. Who was the counsel that told you that Onassis 
had to pay a fabulous price ¢ 

Mr. Dour. As a matter of fact, it is hearsay. It is statements that 
my associates who attended the final closing up in New York where 
the transfers were made told me. 

Mr. ZretENKo. When you said Friday that counsel advised you, 
counsel had not told you anything; had they? 

Mr. Dovus. Those statements were allegedly made to my associates 
at the closing in consummation of the transfers of stock to the Grace 
National Bank. 

Mr. ZeLENKo. Whether you forced Mr. Onassis or not, there came 
a time on August 10, 1956, did there not, where Mr. Onassis in person 
as grantor turned over to a trust 75 percent of the ownership of these 
companies. Did that not take place, Mr. Doub? 

Mr. Dous. No; it did not. Mr. Onassis did not himself deliver 
any shares. The shares were delivered to the Grace National Bank 
by Onassis’ counsel. Now where they came from, how they were 
acquired, I do not know, sir. 

Mr. ZeLENKO. I am not talking as to the mechanics of who brought 
the stock over, sir. I want to know on this legal document that you 
said you are responsible for, the trust agreement, and you said you 
were responsible for it on Frid: ay, did not Onassis legally, according 
to the trust agreement, turn over 75 percent of the ownership of 
these companies ? 

Mr. Dour. Yes; he did. 

Mr. Zetenko. He did. 

Mr. Dovus. That is right. 

Mr. ZeLtenNKO. I asked Mr. Olney whether he knew that 9 months 
after the Government said they could not prove that Mr. Onassis 
was in control of these companies he did not by a legal document turn 
over 75 percent of the control of the companies to a trust: is that not 
what happened ? 

Mr. Dous. Well, we have been saying that for 2 days. 

Mr. Zetenko. I want to ask you again, if you do not mind; is that 
not what happened ? 

Mr. Dovs. Absolutely. 

Mr. ZeLENKO. Do you want to continue now ? 

The Cratrman. Mr. Allen wants to ask a question. 

Mr. Auten. I wanted to ask Mr. Olney a question, but I would 
suggest to Mr. Doub that he make a distinction between doing an 
act and causing it to be done by someone else, which I think he 
testified to earlier on thiscase. I will leave that. 

Mr. Olney, did the presiding judge make any comment upon the 
statement that you read into the record either before or after the 
pleas were made or the dismissal made and the passing of judgment 
on the case ? 

Mr. Otney. None that we recall. 

Mr. Auien. It was purely a matter of fixing the amount of the 
fines ? 

Mr. Otney. That is the best of our recollection. You see this was 
before Judge Youngdahl, the same judge who had entertained these 
motions to dismiss, and he had written, I believe, about a 36-page 
opinion on it so that all of the facts and circumstances were very 
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familiar to him. In that opinion, as you will see if you will read it, 
he reviews not only the Onassis case but this whole matter of the 
shipping inv estigation. 

Mr. ZELENKO. So that he had the full facts. 

Will the gentleman yield? I have one question. 

It is a fact, is it not, that under the law the Department of Justice, 
the Attorney General, determines whom they prosecute and whom 
they do not? The judge does not control that? Is that not in the 
hands of the Attorney General's Office under the law ? 

Mr. Oxtney. Sir, I think that that is much too broad a generaliza- 
tion. 

Mr. Zevenko. Is there not a statute that says in substance what I 
have said ? 

Mr. Otney. No, sir; there is not. The Attorney General, of course, 
does have the authority to decide what cases should be prese mnted, what 
cases should be prosecuted, but once an indictment is returned, it can- 
not be dismissed on his recommendation alone. That is a matter for 
the court and it has to be done by the court and the court may or may 
not regard the Attorney General’s recommendation, and if it dis- 
regards the recommendation there is no alternative except to go ahead 
and present the case. 

Mr. ZeLeENKo. The court cannot compel the Government to go 
ahead with a case ? 

Mr. Otney. It can and does. 

Mr. ZELENKO. I have no further questions. 

The CHatrMan. The committee will stand adjourned until 10 
o'clock tomorrow morning. 

(Whereupon, at 12:20 p. m., the committee recessed to reconvene 
at 10a.m.,on Tuesday, April 2, 1957.) 
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CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 
The committee met at 10: 05 a. m., pursuant to recess, In room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 


The CuarrMan. The committee will come to order. 








FURTHER STATEMENTS OF GEORGE COCHRAN DOUB, ASSISTANT 
ATTORNEY GENERAL, CIVIL DIVISION, AND LEAVENWORTH 
COLBY, CHIEF, ADMIRALTY AND SHIPPING SECTION, DEPART- 
MENT OF JUSTICE—Resumed 


The Cuarrman. Mr. Allen, are there any questions you care to ask 
the committee before we proceed / 

Mr. Auten. Yes, Mr. Chairman. I would like to ask Mr. Doub 
about some matters concerning income tax in these transactions. I 
think possibly I should state my purpose. 

It occurs to me that when ships are transferred foreign there are 
advantages in lower operating expense and also tax advantages to 
persons operating under a foreign flag which would give the operator 
under a foreign flag a competitive advantage over an American oper- 
ator, and I am rather interested in knowing what those advantages 
are. 

It is not in the matter of being critical for permitting a transfer 
but rather to ascertain whether our laws are in such form as to be 
short of carrying out the purpose that Congress might intend at this 
time. 

With that in mind I would like to inquire into this trust situation 
somewhat. 

As I understand it, the Grace Bank is the trustee and as trustee 
holds the title to 75 percent of the stock of an American corporation 
which has been referred to as the United States Petroleum or USP; 
is that correct ? 

Mr. Doun. That is correct. 

Mr. Aten. Now the American corporation has a board of directors 
which is elected by the voting power of this 75 percent of its stock 
that the trustee holds and 25 percent by someone else. 

Mr. Dour. Yes. Four out of the five directors are designated by the 
trustee, the Grace Bank, and one is designated by Onassis. 
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Mr. Auuen. Is it by Mr. Onassis? 

Mr. Dovus. It is by Mr. Onassis. He has 1 representative out of 5 
on the board of directors. 

Mr. Atiten. How does he get a representative on the board of 
directors ¢ 

Mr. Dovs. [agreed to that. 

Mr. Auten. To be a little technical about it, does Mr. Onassis own 
25 percent of the stock in USP that is not owned by the trust ? 

Mr. Dovs. It is my understanding, Mr. Allen, that he does. 

Mr. Auten. To be a little more specific, does he own it or does the 
Panamanian Corp. own it? 

Mr. Dovn. I do not know the details of the ownership or control 
but I have assumed that he owned it directly or indirectly. 

Mr. Auten. The USP, as I understand it, owns 75 percent of the 
stock in each of 14 Liberian corporations, each of which owns 1 ship; 
is that correct? 

Mr. Dous. No; I do not believe that is correct, Mr. Allen. I think 
that you are perhaps thinking of some other trust. 

Mr. ALLEN. What does USP own? 

Mr. Dovs. United States Petroleum Carriers and Trafalgar own 
the 21 vessels that were involved in our forfeiture proceedings or our 
litigation which we contended were under the indirect control of Mr. 
Onassis. 

Mr. ALLEN. Do they own the vessels or is each of the vessels owned 
by a corporation the stock of which is owned by USP? 

Mr. Dovs. It is my understanding that those two corporations 
actually own and operate the vessels. 

Mr. Atxten. Then who owns the stock in Trafalgar, and was there 
one other corporation the stock of which is owned by USP? 

Mr. Dovs. I think it is just those two. In the case of Trafalgar, 
the control is the same in the trustee. The only difference is that 
United States Petroleum Carriers owns, I think, approximately 400 
shares of stock in Trafalgar but the final, result is the same so that I 
think, when we talk about United States Petroleum Carriers, we can 
assume that we are talking also about Trafalgar. 

Mr. Aen. Is there a Western Corp. in this corporate setup ? 

Mr. Dovs. I do not recall it, Mr. Allen. 

Mr. ALLEN. I am confused again. As you understand it there are 
two corporations which own ships. One of them is USP and one is 
Trafalgar and the stock in each of those is held 75 percent by the 
Grace National Bank. 

Mr. Dovs. That is correct. The trustee owns 750 shares of United 
States Petroleum Carriers which is 75 percent of the issued and out- 
standing and authorized capital stock of that company, the total being 
1,000 shares; and in the case of Trafalgar there was transferred to the 
Grace Bank 450 shares of Trafalgar Steamship Corp. out of an issued 
and authorized total, capital stock of 1,000 shares of which United 
States Petroleum Carriers owned 400 shares so that actually the Grace 
Bank as trustee obtained directly 450 shares by direct transfer and 
another 400 shares which were owned by United States Petroleum 
Carriers making a total of 850 shares out of 1,000 shares. Therefore, 
it has 75 percent control of United States Petroleum Carriers and 85 
percent control of Trafalgar. 
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Mr. Auten. There has been a Panamanian corporation mentioned 
a number of times, Ariona. Does that have any ownership of any 
stock in either USP or Trafalgar? 

Mr. Dovs. I am not sure whether the minority interest in these two 
corporations is owned directly by Mr. Onassis or indirectly through 
Ariona. I really was not particularly interested. I assumed though 
that he controlled it regardless of the name in which the stock might 
be standing. 

Mr. ALLEN. I am informed that Ariona owns 25 percent of the USP 
stock. 

Mr. Dove. I will accept that but we have proceeded throughout on 
the assumption that that company was controlled by Mr. Onassis and 
we have heard nothing to indicate the contrary. 

Mr. Atuen. I have been informed further that the ships are actu- 
ally being transferred to one Liberian corporation, and I presume 
that if such were the case that the stock in the Liberian corporation 
would be owned by Trafalgar and USP; would that be right? 

Mr. Dovs. Yes; that should be correct. I would like to say this, 
Mr. Allen: That I am not very familiar with any negotiations which 
the Grace Bank or this corporation which it controls, USP, have had 
with the Maritime Commission with respect to transfers. Of course, 
no transfers could be made without compliance with the law and the 
approval of the Maritime Commission, but the Maritime Commission 
had not taken up with me and asked my views with respect to any 
possible transfers or whether they should approve the build-and- 
transfer program application of these corporations. 

I assume that that is because they felt that they had full adminis- 
trative authority with respect to the matter whereas the Department 
of Justice is the litigating arm of the Government. I am not famil- 
iar, therefore, with any applications which these corporations have 
made to the Maritime Administrator. 

I did hear Mr. Morse testify here last week, and that was the first 
infor faking I had on the subject. 

Mr. ALLEN. : ossibly you would have an opinion on this hypotheti- 
cal question. I understand that Mr. Onassis is a citizen of Argentina, 
and we can assume for the purposes of this question that the income 
tax in Argentina is little or nothing. Maybe that is the wrong 
assumption, but let us assume that. If a Liberian corporation oper- 
ates the ships under a Liberian flag, then the income tax, if any, would 
be that fixed by Liberia, I presume. If there is no tax there, which 
I suspect, as would be the case in Panama, then the earnings of the 
ships would be free of income tax to the owner. 

The interest of Mr. Onassis, we can assume, is in the Panamanian 
company Ariona, so that any earnings from the Liberian corporation 
to Onassis would be paid to the Ariona Co. and there would be no 
income tax there under Panamanian law. If Ariona then pays the 
earnings to Mr. Onassis, possibly in cash, and he comes to the United 
States with it, does he then arrive in the United States with the earn- 
ings of 25 percent of the ships free of any income tax at all? 

Mr. Dovun. Well, as a nonresident alien he undoubtedly is in a very 
advantageous tax situation, from the point of view of the tax laws 
of the United States. I have no doubt that there are t: ax advantages 
in connection with this build-and-transfer-out program of the Mari- 
time Administration, but as to whether that is desirable, whether it 
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is sound legislative policy, whether you should consider tightening 
the tax laws, I do not believe that I am best qualified to express an 
opinion, Mr. Allen. I think that someone from the Tax Division 
would be better qualified to do that. It involves legislative policy. 

There is a difference between tax evasion—and I know a great deal 
about that, having prosecuted a number of tax evasion cases as United 
States attorney—and tax advantages from particular factual situa- 
tions which are permitted under the tax laws. I think that what is 
involved is the balancing of national interests, I suppose, in the long 
run. 

For example, to give you a somewhat not unrelated policy, what 
was the basic cause of abuses that developed in connection with the 
sale of our surplus tankers? 1 think that it was an unsound legisla- 
tive policy authorizing and directing the Maritime Administration 
to sell surplus tankers at a price calculated on the basis of a formula 
which was entirely artificial and resulted in the sales of those surplus 
tankers at prices unrelated to their fair market value. 

In other words, instead of providing that those surplus tankers 
should be sold at a fair market price or at competitive bidding, Con- 
gress authorized and directed that they be sold on this artificial- 
formula basis. Now, the result of that was that — the Gov- 
ernment is giving away property or selling it at a price far below its 
fair value, you are going to find abuses arising and you are going to 
find American citizens taking advantage of it “and reaping very sub- 
stantial profits. Then you are going to find noncitizens attempting 
to do the same thing. 

Mr. ZetENKo. Would the gentleman yield ¢ 

Mr. Aten. Yes, sir. 

Mr. ZeLen«Ko. Is that not just exactly what you permitted Onassis 
to do in the trust agreement where you permitted the trust agreement 
to sell these T-2 tankers for $900,000 apiece where they are worth 
$4 million apiece on the market now / 

Mr. Dovs. No; I did nothing of the kind. 

Mr. Aten. Before we get off the tax trend, may I ask you another 
hypothetical question? If the Liberian corporation which receives 
all the income then holds it, paying nothing to either the American 
corporation or Ariona, there would be no income taxes collectible 
by the United States under such an arrangement and there would be 
none until dividends were actually paid to the American corporations 
by the Liberian corporation. Would that be true ? 

Mr. Dovun. Now, the starting point on that, it seems to me, is that 
vour operating corporations whose stock was transferred to the Grace 
National Bank, namely USP and Trafalgar, are both American cor- 
porations and the income of those American corporations, of course, 
is taxable under our general corporation tax laws. 

Under this build-and-transfer-out program, if approved by the 
Maritime Commission, there can result, as you say, Mr. Allen, appar- 
ently substantial benefits. I should think that that would be one of 
the factors which the Maritime should weigh and evaluate in deter 
mining whether they are going to approve such a program. In other 
words, they have full authority not only under the law, under the 
statute, but we provided in this trust agreement that they had even 
broader powers than the statute stated to approve or disapprove anv 
such application. 
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Mr. Zetenko. Will the gentleman yield for a moment, please. 

Mr. ALLEN. Yes. 

Mr. ZeLENKO. I will take up the trust agreement later, but I want to 
direct your attention to page 10 of the trust agreement for which 
you say you are responsible and which you drew. It reads as follows: 

The trustee is directed to cause the following vessel of those of the follow- 
ing types of vessels as to which such transfer shall have been authorized by 
the United States Maritime Administrator to be transferred to such foreign 
corporation or corporations, in accordance with the applicable laws and regu- 
lations of the United States, at the following prices (United States dollars) : 


Vessel Price 
S72 CHINE: GOINGS oc nicns cheb ir cmcrgnteidmabamanaadeean $1, 350, 000 
RUT RN MENRRINN, OM tance sarctt'acitn lapses des coca en es are epear ee acaes at eee 550, 000 
72 Tae VOOUem, CRGt na ic eet decane eeeueeeee 900, 000 


Is that not what I said you did and you denied it? 

Mr. Dovus. Mr. Zelenko, why did you not tell the committee that 
you were reading from a paragraph seventh or article seventh of this 
trust agreement which merely states what the grantor, Mr. Onassis, 
said he hoped the Grace National Bank would do. Let me finish, sir. 

His counsel wished this trust agreement to provide that this pro- 
gram that he attached great importance to, this build-and-transfer-out 
program and which he had been negotiating with the Maritime Com- 
mission about, would be incorporated into this trust agreement as a 
directive to the Grace National Bank. I refused todothat. I said— 

IT would have no objection to you stating what your hope was and what your 
plan was that you attached such great significance to, but I would insist that 
the Grace National Bank would have full, unlimited, unrestricted authority in 
its discretion to approve or disapprove that 
and that. was also true of this outstanding Board of Directors of each 
of these operating companies. 

In other words, it was for them to determine in their sole discretion 
as American citizens in the control of these corporations owning these 
vessels whether they should apply to the Maritime Commission under 
its build-and-transfer-out program which it was permitting other 
American citizens to utilize, or not. So the first limitation was that 
the trustee, the Grace National Bank, could in its discretion decline 
todo so. Secondly, you had the outstanding men on these boards of 
directors who could have also declined to do it if they thought it was 
unwise, and, thirdly, the Maritime Commission could always in its 
discretion refuse to approve any application at all. 

Mr. Zetenko. Now, Mr. Witness. 

Mr. Auven. Mr. Chairman. 

Mr. Zetenko. Will the gentleman yield on personal privilege? 
The witness said that I did not. inform the committee of something. 
He said, “Why did I not tell the committee,” and I intend to answer 
him right now if I may. 

I resent, Mr. Witness, the fact that you indicated that perhaps I 
have not told my brother colleagues on this committee or have not 
indicated to them that I intend to go through with this inquiry in a 
full and fair method and with full disclosure. You, in the course 
of our testimony, have been praising yourself and the outstanding men 
in the Grace Bank and you have ‘indicated that what I read was a 
hoax on my part. 

Mr. Dovs. I have not praised myself. 





242 STUDY OF VESSEL TRANSFERS 


Mr. ZetenKo. Just a moment, sir. You said yesterday that you 
were very proud of this. 

Mr. Dous. That was Mr. Olney. 

Mr. ZeLeNKO. He was proud of it but you are not? Let me con- 
tinue, sir. 

Mr. Auxen. I think in all fairness that the witness did not say that. 

Mr. ZeLENKO. Well, he said it Friday. 

Let me continue, sir. You said this was the hope of Mr. Onassis. 
Let me read you something in plain, simple language, and I would 
appreciate if you would give a plain, simple, direct answer. I will 
read it again and I will tell you why I am reading that. You have 
been accusing the Congress and the committee and the Maritime Ad- 
ministration of turning over ships at far less than their value. I 
indicated that you, yourself, did it in the trust agreement which you 
drew. Iam going to read this language again: 

In the event that United States Petroleum shall execute a shipbuilding con- 
tract or contracts with such United States shipbuilder, as referred to in para- 
graph (b) above, the trustee is directed— 
directed, sir; this is not a hope on the part of Mr. Onassis. ‘The 
language is clear. It says “the trustee is directed.” This was the 
agreement you said you are responsible for, sir. You said it Friday: 

The trustee is directed to cause the following vessel or those of the following 
types of vessels as to which such transfer shall have been authorized by the 
United States Marititme Administrator to be transferred to such foreign cor- 
poration or corporations. 

I tell you, sir, that they have transferred some already. 

The trustee is directed * * * in accordance with the applicable laws and 
regulations of the United States— 
to sell “at the following prices :” 

Two tank vessels, $900,000. What, in that language, is equivocal ? 
Is that not a direct authorization and a direction to the trustee to sell 
these tankers at $900,000 apiece, and they are worth now $4 million 
apiece ¢ 

Answer me. That is a directive to the trustee in American simple 
language, sir. 

Mr. Dovus. Let me read you on page 9. 

Mr. ZecenKo. I want an answer to this first. 

Mr. Dovs. Just a moment. 

Mr. ZetenKo. Will you please answer my question? That is a 
airection to the trustee to sell under certain conditions these tank 
vessels at $900,000 apiece. Is it, or is it not? 

Mr. Doves. I am not sure that it is. I would lke to point this out. 

Mr. ZeLtenko. Before you point anything out, wil you tell me first 
or all, is it or is it not a direction in simple language to the trustee 
that, in the event of a transfer, to transfer these vessels at $900,000? 

Mr. Garmatz. I object to this procedure. 

Mr. Touxerson. I ask that the witness be allowed to answer. 

Mr. ZecenkKoO. I submit that I am entitled to an answer from this 
witness. 

The CuatrmMan. I am going to let the witness answer. The witness 
wants to, I presume, refer to some other part of the trust agreement 
in answering the question. Is that what you desire to do? 


Mr. Dous. Yes; I do, Mr. Chairman. 
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The CHarrman. You may proceed in your own way. 

Mr. Dour. At the beginning of this article it is stated that there 
had been negotiations between the grantor and the present manage- 
ments of USP and Trafalgar with the Maritime Administration— 
with a view to working out a satisfactory afrangment for the construction 
in the United States of one or more new oil-tank vessels to be documented under 
the United States flag and the consequent transfer to the grantor or his de 
signee for registry under a foreign flag or flags of certain of the tank and dry 
cargo vessels now owned by USP and its subsidiaries and Tralfalgar. Without 
intending to limit the general powers of the trustee or to impinge upon the 
powers of the respective boards of directors in the continued management of the 
affairs of USP and its subsidiaries and of Talfalgar, except as provided in para- 
graph (d) below or in connection with the alternative means hereinafter out- 
lined, there is set forth below an outline of the shipbuilding and shipping pro- 
grams which the grantor and the present managements contemplate for such 
corporations and which they would like to see effectuated. 

I said that that is the expression of the hope of the grantor as to 
what the Grace National Bank would do, and that introduces and is 
preliminary to all this statement about what he wants and hopes the 
vrantor will do. As to whether the Grace National Bank and the 
poards of directors of these corporations have concluded that it is 
in the interest of the trust that this program be carried out, I take 
it from what Mr. Morse said last week that they have so concluded 
and that they have pursued these negotiations with the Maritime Ad- 
ministrator. I do not understand that they have ever reached any 
stage of riiien and they have not yet. resulted in any final agree- 
ment and it would be my hope that the Maritime Administrator might 
submit to the civil division any contracts for our comments be- 
fore they are actually executed. 

Mr. Atuten. Mr. Chairman, I think Mr. Zelenko is interested in an 
investigation of the Onassis transaction. I am interested only in 
using it as an example to determine a basis of considering the merits 
of existing law. I think our theories are enough apart so that I 
would like to pursue mine and leave the investigating side out of it. 

Mr. ZeLenKo. I did not want to go into anything further in the 
trust agreement except this question dealing with the sale, because 
I believe that that deals directly with your question on the taxes. 

Mr. Auten. It did,and I thank you for the help on it. 

If I may go further on this operating corporation, is it true that, 
whenever a ship is transferred to an operating corporation or a sub- 
sidiary, the trustee will still maintain the same 75-percent control of 
the board of directors ¢ 

In other words, if it is a Liberian corporation, will there be a 
percent control of that corporation with Americans voting the 
percent of the directors’ power ? 

Mr. Dovn. It is my recollection, Mr. Allen, that the trust agree- 
ment provides that, if the Maritime Commission permits any vessels 
to be transferred to a foreign corporation, 75 percent of the stock 
of that foreign corporation must be controlled by American citizens, 
and the beneficiaries must be citizens. 

Mr. Anten. Now, would it not be true under such an arrangement 
that the U.S. P. would become liable for income tax in the United 
States only when it had received dividends from the Liberian oper- 
ating corporation, and also that the Americans in control of the 
Liberian corporation which would be operated under Liberian law 
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could, if they chose, choose not to vote dividends, and thereby avoid 
any payment of the tax on the operations of the Liberian company? 

Mr. Dovs. I believe, Mr. Allen, that that would be so. That would 
be the impression I ere of it. 

Mr. Auten. Is it a fair assumption, then, to say that, in your 
negotiations and final agreement, you were interested pr imarily, and 
possibly, only, in an arrangement which would be in conformity with 
existing law and without concern as to what the tax advantages or 
disadvantages might be? 

Mr. Dovs. I was primarily concerned with carrying out the terms 
of the settlement agreement of December 1955, which provided that 
within 6 or 7 months, Mr. Onassis would so reorganize the control 
of these corporations that control would be vested in American citi- 
zens, and the Department of Justice gave an opinion, upon the execu- 
tion of this trust agreement, that the control of these vessels or the 
corporations owning them, namely, United States Petroleum and 
Trafalgar, was then vested, now vested, in American citizens. 

Our basic objective, in addition to collecting the maximum amount 
of dollars for the United States, namely, $7 million, was to assure 
American-citizenship control of these vessels. 

In the Civil Division, which has over 13,000 cases in it pending at 
the present time, and about $2 billion involved in its litigation, we 
are making settlements all the time, and some of them are very large. 
Some of them are small. We have found that it is impractical for 
us to try to evaluate a settlement in terms of tax consequences and ad- 
vantages, 

In some instances, the settlement may be highly prejudicial to the 
taxpayer from a tax point of view. In others, it may not; but we 
felt we were carrying out the mandate of the legislative policy here 
to restore these vessels to American- citizenship control, and that was 
our basic objective, and that any questions of tax advantages arising 
from a subsequent transfer of vessels to foreign flag was a matter that 
the Maritime Commission should consider as the policymaking ad- 
ministrative agency carrying out legislative policy. Those are fac- 
tors which we felt they should consider. 

No transfers to foreign flags can be made without its approval. 
No sales to aliens can be made without its approval. 

Mr. Auten. There was mention made of the prices being fixed at 
which these ships might be sold. I am hazarding a guess that the 
price of $900,000 for a T-2 tanker was the book value of the ship at 
the time of the contemplated transfer. If it were transferred at its 
book value, would it then be true that the trustee or a subsidiary 
would be transferring a ship to a subsidiary or a further subsidiary, 
with no tax realized on the transfers because of the transfer at book 
value? 

Mr. Dovus. Mr. Allen, I am just not sure about that. I do not 
know the answer to that at the moment. 

Mr. Atuen. I have referred to a variety of payments of income tax, 
but I think the same answers would apply to a capital gains tax 
rather than to a tax on income. 

Mr. Dovs. It is my understanding that, when a foreign corporation 
is organized and does business and is controlled by Ameri ican citizens 
when that corporation is collapsed and its accumulated income and 
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assets are distributed to the stockholders who are American citizens, 
the American income taxes are collected on a capital-gains basis. 

Mr. AuLen. Thank you, Mr. Chairman. 

The CuarrMan. With reference to your remarks that Maritime had 
not conferred with you since this trust was completed, does that mean 
that from time to time they shall confer with you about any matters 
that come under _ trust / 

Mr. Dovs. No, I did not say that in the spirit of criticism. I was 
merely stating the fact. 1 feel, and I am sure they feel, that they have 
full responsibility for administrative problems of this kind, and the 
work of my division is litigating work. Our business is the business 
of prosecuting civil actions on behalf of the United States, and de- 
fending them. 

The CuHarrman. When you completed the trust and it was set up, 
then you had finished ¢ 

Mr. Dovs. Well, I am still very much interested in seeing that its 
terms are complied with and, if we have reason to believe that the 
Grace National Bank or these independent directors are not fulfilling 
their obligations under this trust agreement, the Civil Division would 
immediately start an investigation to ascertain the facts, and we 
would bring additional legal proceedings to insure, Mr. Chairman, 
that that result was accomplished. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmatz. There is nothing in your agreement whatsoever in 
any way, shape, or form, saying that the Maritime Board should con- 
sult you at any time with reference to any of these agreements or 
trade-ins or trade-outs ? 

Mr. Doun. No, there is not. 

Mr. Garmatz. It would be helpful to you personally, if there were 
any dealings at all, for you to be informed as to what is happening 
with your agreement which has been made. It would be beneficial to 
you and m: rybe there would be a certain amount of personal satisfac- 
tion to know that these agreements are being carried out between the 
Grace National Bank and the Maritime Board ? 

Mr. Dovus. I have in mind, having heard the testimony here, to have 
a meeting with Mr. Morse and review just what the situation is, what 
the problems are which are involved, and just what is being con- 
templated. 

Mr. Garmatz. It would be helpful, if possible, to have the Maritime 
Board notify you when they have any transactions with this com- 
pany ¢ 

Mr. Doun. Well, I hesitate to make a statement on that, because I do 
not went to impinge on their administrative authority. 

Mr. Garmatz. I mean that if you were called in and notified, re- 
gardless of whether your opinion is asked, it would be helpful ? 

You took such a great part in the settling of the companies, and so 
forth, that you would probably be interested in what is happening 
to this agreement in the future ? 

Mr. Dovs. I think it might be. 

Mr. Chairman, yesterday you requested me to submit a letter from 
Mr. Burger to Mr. Onassis. I was under the impression you said a 
letter, March 1956. I submitted that letter. 

However, there is a letter from Judge Burger to Mr. Onassis, dated 
December 21, 1955. After testifying, ‘it occurred to me that that may 
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have been the letter in which you were interested. Accordingly, I 
would like to submit it for the record. 

The CHarrMan. Yes, it may be submitted. 

Mr. Miuuer. M: ay the letter be read, Mr. Chairman ? 

The Cuarrman. Mr. Miller desires that the letter be read. 

Mr. Dous (reading) : 


Mr. ARISTOTELES S. ONASSIS, 
88 Avenue Foch, 
Paris, France. 

(Letter mailed to Breed, Abbott & Morgan, 15 Broad Street, New York, N. Y., 
for the attention of Edward J. Ross, Esq., on December 21, 1955 at 5:20 
p. m.—NCP.) 

Dear Mr. Onassis: Article IV of the settlement agreement dated December 
21, 1955, requires the contractors to cause to be made by May 1, 1956, such 
changes in the management, control, and stockholders of the domestic cor- 
porations as will satisfy the Department of Justice that they are citizen cor- 
porations within the meaning of the shipping laws and registry statutes. 

We wish to advise you that completion of the following changes will satisfy 
the Department that this requirement has been met: 

(1) The assignment to a trustee of a trust substantially in the form attached 
hereto (with necessary changes), of at least 75 percent of the stock of United 
States Petroleum Carriers, Inc., and of Trafalgar Steamship Corp.: such trust 
to be for the benefit of one or more of the children (including provision for 
unborn children) who are American citizens of yourself or of the Konialidis 
family. The trustee shall be a bank or trust company that is a citizen of the 
United States within the meaning of section 2 of the Shipping Act of 1916, as 
amended, having a combined capital and surplus of at least $20 million; 

(2) The postponement of the maturity date of any net indebtedness due by 
United States Petroleum Carriers, Inc., to foreign corporations controlled by 
yourself and/or the Konialidis family for a period of 10 years. This, however, 
is not intended to prevent offset of amounts due to United States Petroleum 
Carriers, Ine., by such foreign companies against indebtedness due to them 
(whether or not the amounts due and amounts payable are to and from the 
same such foreign companies). Nor is it intended to prevent prepayment, at 
the option of United States Petroleum Carriers, inc., of any net indebtedness. 
It may also be provided that United States Petroleum Carriers, Inc., shall be 
required to make payments on account of such net indebtedness prior to ma- 
turity if such payment when made will not leave the company with net con- 
solidated working capital, exclusive of inventory and prepaid assets of less 
than $1 million; and 

(3) Election of a president and managing directors of each of the domestic 
corporations who are citizens of the United States and who may be expected 
to exercise their independent business judgment in the management of the 
corporation, free from any control by or on behalf of noncitizens. 

It is not intended to prescribe the foregoing as the only method of compliance 
with article IV, but merely to advise you now that changes as outlined above 
satisfy the Department. You are, of course, free to submit other programs of 
changes for the Department's approval. 

Yours very truly, 
WARREN E. BURGER, 
Assistant Attorney General. 


Then it attaches a form of trust agreement which I understand 

substantially in the form of others which had been executed before. 
also submitted, Mr. Chairman, the names of counsel who repre- 

sented Onassis in negotiations with me with respect to the trust agree- 
ment of August 1956 and 1 would like now to submit a list of counsel, 
in conformity with the request of the committee, who represented Mr. 
Onassis, or the so-called Onassis companies, in the settlement negotia- 
tions with respect to the settlement agreement of December 1955. 

The Cuairman. That will be inserted i in the record. 

(See lists on pp. 171 and 365.) 





im 
‘mm 
he 
at 


SS 


be 
la- 
mn- 


tic 
ed 
he 


ice 
ve 


of 


re. 
‘e- 
1e- 
el, 


lr. 





STUDY OF VESSEL TRANSFERS 247 


Mr. Sanrancevo. I think, Mr. Chairman, that the Attorney General 
misunderstood the request that I made. I requested the names of the 
attorneys who had represented those people against whom forfeitures 
were claimed in 1951 and thereafter, where the Government proceeded 
against them for violations of their contracts. I think he pinpointed 
the Onassis case, but that was not my specific request. 

Mr. Dous. Let me make sure that I understand. We will, of 
course, prepare it and submit it to you. 

You would like all counsel who represented any of the vessels sub- 
ject to the seizure and forfeiture proceedings in the various courts of 
the United States, including not only Onassis ships, but all ships? 

Mr. Santancevo. That is correct. 

You stated, as I recall it, that the Government proceeded against 
some of these vessels. 

Mr. Dous. There were 50 vessels. 

Mr. Sanrancero. That was in the forfeiture provisions. I re- 
quested the names of the attorneys who represented those vessels 
which had been seized under the forfeiture provision. 

Mr. Doves. It will be a long list because you have local counsel all 
over the United States. 

I might say that those admiralty counsel were merely doing pretty 
perfunctory sort of work. In other words, they were acting under 
the direction of New York counsel. 

Mr. SanranceLo. My main inquiry is with respect to New York 
counsel. 

Mr. Dous. You mean principal counsel 

Mr. SANTANGELO. That is correct. 

The CuarrmMan. Are there any questions? 

Mr. Mitier. Mr. Chairman. 

[ am not an attorney, so that I am greatly confused by some of the 
things I have heard here this morning. I am not familiar with, nor 
have I seen this trust document, but we did have some figures read 
and language quoted by Mr. Zelenko that seemed very definite to me. 
A limit of $900,000 was put on tanker-type vessels, and it was stated 
that that was a positive directive. 

Will the counsel please tell me, in simple language that a layman 
can understand, whether that $900,000 means anything, or is it just 
so many legal words in this agreement ? 

What is the objective of putting the $900,000 in there in what ap- 
pears to be definitive language if it does not mean $900,000 ? 

Does it mean $900,000 ; yes or no, Mr. Doub? 

Mr. Dovs. [ama little rusty on that provision. 

Mr. Mruuer. You drew the agreement. The words are in it. 
Answer “Yes” or “No.” Does it mean $900,000 ? 

Mr. Dovus. Well, if I have to answer that right now, and I assume 
I do, I would say, Mr. Miller, that it does mean that. But I would 
like to add. 

Mr. Mitterr. If it means $900,000, then that is what these ships were 
to be sold for; is that correct? Please answer that directly. 

_ Mr. Dovn. If this program were approved by the Maritime Admin- 
istrator, Mr. Miller. 

Mr. Mitirr. Just a minute. I do not need any assistance in this 
case. Iamtrying to get at the basis of this. 
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Mr. Dovus. And if these other conditions were met, I would assume 
from this language that these prices would be applicable to it, yes. 

I would like further opportunity to examine our files, if I may. 

Mr. Mier. There are a lot of assumptions here. That is what I 
‘annot escape. 

It is assumed then that, assuming all these things, the Government 
is selling for $900,000 a valuable object that is worth $4 million, and 
that you wrote this program in which this condition obtains. 

Mr. Dovs. Well, it says “transfers to foreign corporations.” 

Mr. Mitier. Now we are getting into a lot of legal technicalities 
again that I cannot quite follow. 

Mr. Dovs. Well, there is no other way. 

Mr. Mitter. You told me a minute ago that it meant $900,000. 
Does it mean $900,000 ? 

Mr. Dour. Yes; I said it did. 

Mr. ALLEN. Would you yield for a correction ? 

Mr. Mixer. Surely. 

Mr. Auten. I think you were assuming that the Government owned 
the ships; but the ships were owned, as I understand it, by these private 
interests who were transferring thei to themselves under another 
corporate entity. 

Mr. Dovs. That is correct. 

Mr. Auten. It vaaia not be exactly a sale. 

Mr. Mitver. It would not be a sale exactly that way; but it would 
show certain book values which, for tax purposes, would be reflected 
and that would not be in the best interests of this country. If some 
little guy did it, this Tax Division would be very quick to put him in 
jail or to bring a suit against him. 

If that is the case, then the Government itself, through the Attor- 
ney General’s Office, is making itself party to deceit and fraud, as 
far as I am concerned, against the United States Government in this 
particular instance. 

Mr. Doun. May I submit later a precise statement in writing on 
this, Mr. Chairman’ ‘These provisions of this trust agreement are 
extremely complex; and I think that it is only fair, in view of the 
statement which has just been made by Mr. Miller, that we be per- 
mitted to submit such a statement. 

I would like to point out another provision of the trust agreement. 

Mr. Mivier. Mr. oe an, 1 am going to surrender the floor. I 
want to make this clear. I do not think that the witness is responsive. 

[ think he is now coming in and wants to submit some new testimony. 

I sit on some other committees where we have to be pretty hard 
boiled to protect the interests of the United States and, if one of the 
contractors in the Defense Department came in and was as vague as 
this and wanted to submit material, we would go into it very 
thoroughly. 

I want to tell you that, as a layman here, I have not been a bit 
impressed. 

You can put in all of the documents that you want into the record. 
The impression you have left on me is that there is something quite 
wanting, there is something rather smelly about the whole thing. 

Mr. Garmatz. Would the gentleman yield ? 

Mr. Miter. I have given up the floor. 
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Mr. Garmatz. I wanted to ask Mr. Zelenko where he arrives at the 
¢4 million cost ? 

Mr. Zetenko. That is the price that T-2 tankers get. This was 
drawn in December of last year, just a couple of months ago. In fact, 
tankers are $414 million now. That is the price of them now, and this 
was drawn just ‘2 or 3 months ago. 

I thank the vast kiaha, 

Mr. Mutter. Do not thank me, because I have not gone along with 
you. 
~ Mr. Dovus. I would like, Mr. Chairman, to clarify this a little bit 
to say that this provision is in a paragraph which is dealing with the 
transfer of vessels to a foreign flag by these corporations whose stock 
is held in the trust. 

Now, the provision is that he is talking about the transfer of vessels 
to be acquired by a foreign corporation, at least 75 percent of the stock 
of which shall be held by this trust or by a citizen trustee approved 
by the Maritime Administration, so that you are not dealing with a 

case of sales by the Grace National Bank or these-operating corpora- 

tions to anything except to another trust which it would control, or 
to a trust that would have a citizen trustee approved by the Mari- 
time Administration. You are not talking about any sales of vessels 
by the Maritime Administration. 

Mr. Miuuer. Would the gentleman yield ? 

Will you please tell me, then, why it was necessary to put these 
figures in here? 

Mr. Dovus. I do not recall. I just do not recall. 

Mr. Miter. Then this wonderful document, in which you have 
taken so much pride, and it has emanated all over you, is just full of 
: lot of foreign material that is not necessary to be in there. Do I 
assume that correctly ? 

Mr. Dous. No; I did not say that. 

Mr. Mitier. Then tell me why it is there. 

Mr. Dovus. There were a number of men who worked on this. 

Mr. Mitier. A minute ago you were very proud of the fact that 
you have claimed your interest in it, and the innuendo that I got was 
that you want the Maritime Commission to go back to you on this 
thing and you would like that because you want to protect this child 
of yours. Why are all of these foreign statements in here? Are 
they dicta, as I believe vou lawyers call it in this case? 

Mr. Doun. No, Mr. Miller. I am sure that everything we put in 
here we believed should be there, and it was properly there or we 
would not have put it in. 

I might say that the man that was most familiar with some of these 
technical provisions has b2en ill the last 2 days. 

Mr. Mire. Maybe we ought to put it off and subpena him here 

and get someone here who can tell us why these phrases are in there. 
You might include that in your memorandum, if you are going to 
submit one, stating why they are there. 

You admitted that they were governing. I want that understood. 

Mr. Dovn. I will be glad to submit that. 

May I say, Mr. Chairman, that when you are debating whether 
a settlement is the best settlement that could be obtained or whether 
we should, instead of $7 million, have gotten $8 million, whether the 
technical provisions of a trust agreement should have been more 
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favorable to the Government than they were, the assertion is easy to 
make, difficult to prove, and still more difficult to disprove. 

The Cuamman. Counsel has been showing me some figures here. 
I would like for him to go over them with you and see what they may 
disclose. 

Mr. Drewry. My point, Mr. Doub, is this, and maybe you have 
already covered it. It is whether in working out this agreement the 
current value was taken into account at all. Did I understand you 
to say that in such matters you do not pay any attention to the tax 
aspect or the value of the property and what the tax possibilities 
might be? 

Mr. Dous. Well, I am ashamed of my ignorance on this particular 
aspect of it. As I have indicated before, I am not clear in my own 
mind as to the theory of this particular provision. That is why I 
would like to submit it in writing in a statement about it. 

Mr. Drewry. It seems to me to be a fairly crucial provision. 

You said it was the hope that the grantor and the previous com- 
panies had. If the trustees were to carry this out that would not be 
a violation of the agreement; would it? 

Mr. Dovus. No, it would not unless they attempted to do it without 
the approval of Maritime. We felt that this whole build-and-trans- 
fer-out program was a matter for Maritime to determine. Every- 
thing here is subject to their approval. They are not required to ap- 
prove anything. 

Mr. Drewry. I do not know where Maritime comes in on the tax 
question, but the figures I was pointing out to the chairman show this: 
According to my information a T-2 tanker had a value in the world 
market of about $2,600,000 during August of last year at the time the 
trust agreement was executed. For the tankers that would be a world 
value of $1,700,000 more for each ship than the amount stipulated 
here. With the Libertys the spread is not quite so great. The 
Libertys were apparently selling for around $1,300,000 at that time 
or about a differential of $400,000 for 1 ship or $800,000 for 2. Leav- 
ing out the S/T Olympic Games, the value of which I do not know or 
have information on, that would indicate that at the time the agree- 
ment was executed a capital gain aspect of around $ 321,200,000 existed. 

Again, I am not familiar with capital-gain rates but, even at 25 
percent, it would come mighty close to covering the $7 million which 
you got in cash. I wonder, ena whether there has been any 
real gain to the Government at all. I do not know what Maritime 
would have to say about that aspect of it. 

Mr. Dovs. I do not even know whether there have been any trans- 
fers under this provision or whether it is a purely theoretical matter 
about which you are talking. 

Mr. Drewry. When you refresh your recollection can you furnish 
us a statement as to whether or not the question of world market 
value of these ships was considered at that time? 

Mr. ZetenKo. Will counsel yield ? 

Mr. Drewry. Yes. 

Mr. Zetenko. I think we have evidence of the fact given by the 
ane itime Administration that 5 vessels have been alre ady. transferred, 
one the transfers are occurring right now when the world market value 

$4 million. 
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One more point for counsel is that the Government did not receive 
$7 million in cash. It is an installment proposition. This fellow has 
a couple of years to pay it off. 

Mr. Drewry. I stand corrected. 

Mr. Santrancexo. I think I asked a question as to whether or _ 
any of these ships had been transferred out. Maritime answered, i 
you recollect, that title to these ships had not been transferred, hia 
they had been turned over to foreign registry although there had been 
no sale teh 

The Cuatrman. There are six transactions practically completed. I 
requested Maritime to withhold the remainder until this matter could 
be discussed. 

Mr. Dous. Well, the transfer to a foreign flag would not be a trans- 
fer of ownership and would not be involved in what Mr. Miller has 
been a 

The Cuairman. I understand that this is a part of the agreement 
you had in settling the criminal case and civil case. 

Mr. Dovs. Well, I thought that Mr. Olney explained that yester- 
day. The Civil Division merely negotiated the civil settlement, and 
there were negotiations by Mr. Onassis’ counsel directly with Mr. 
Olney’s Division with respect to the criminal cases and after this some- 
what elaborate settlement agreement of December 21, 1955, had been 
negotiated and was pending for execution the criminal cases were then 
disposed of in the way Mr. Olney described. 

The CHatrmMan. Had this document been drawn at the time of the 
settlement ? 

Mr. Dovus. No; this trust agreement came along in August of 1956 
and was implementing the settlement agreement of December 1955. 

The CHarrman. I do not mean the implementation of the trust 
agreement, but was the trust agreement discussed in the settlement 
as is? | 

Mr. Dovus. Well, at the time of the December 1955 settlement, the 
settlement agreement provided that by May 1, Mr. Onassis must di- 
vest himself of control of these corporations operating these vessels or 
stated another way, that control must be vested in American citizens. 
Now, simultaneously, with the execution of this agreement Judge 
Burger wrote a letter, which I read in the record, to Mr. Onassis re- 
ferring to a trust agreement. 

The Cuatrman. I mean at the time Justice settled both the criminal 
and the civil cases, had this trust document been drawn up and was that 
in working form at the time ¢ 

Mr. Dovus. Judge Burger had outlined the form of trust agree- 
ment at the same time, which he said would be acc ‘eptable to him. 

The Cuairman. Judge Burger then was negotiating for the De- 
partment of Justice ? 

Mr. Dovus. Yes; he was my predecessor. 

Mr. ZeLteNKO. Will the chairman yield for a moment, please? 

The CrarrMan. Yes. 

Mr. Ze_ENKO. I have a copy of the settlement and the witness is 
referring to a clause which says that 

By May 1, 1956, Mr. Onassis should divest himself of ownership and transfer 
to American citizenship * * *. 
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It is absolutely silent on the question of whether there should be a 
trust or not. 

Apparently Judge Burger’s letter either suggested that there be a 
trust or Onassis had asked Judge Burger about a trust, but the settle- 
ment agreement does not say a word about it except that it has to go 
into the hands of American citizens or American corporations. Then, 
apparently somebody talked about the trust. This is the settlement 
agreement and there is nothing in here about a trust, Mr. Chairman. 

The Cuatrman. Mr. Zelenko, the question has been raised about 
the value of these ships in the trust. 

Mr. Zevtenko. Nothing is in this document. 

The CrairMan. I am asking the witness the question, was this trust 
then in some form at the time that the settlement was made? 

Mr. Dovs. There was only this draft of a trust agreement which 
Mr. Burger had committed himself to as being an acceptable method 
of assuring citizenship control. 

The CnarrMan. These figures then were in this trust. 

Mr. Dovs. They were not in that draft; no. 

The Cuarrman. How do you know that? 

Mr. Dovs. Because I have submitted it in evidence, Your Honor, 
and the draft of a trust agreement attached to Mr. Burger’s letter did 
not include any figures. It was more or less a skeleton draft of a 
trust agreement which had been used in the Niarchos cases. 

Mr. Zevtenxo. In answer to your question, Mr. Chairman, you 
asked about the settlement agreement itself. Not one word about 
any trust isinthere. It is just a question of getting it over to Ameri- 

can citizenship and apparently the device was the so-called trust. 
That was taken up by letter or correspondence or in some other way 
with Judge Burger. That is the letter of which the witness speaks, 
The witness has not answered your question which was, is there any- 
thing in the settlement about the trust ? 

Mr. Dous. Mr. Zelenko, you are correct on that. 

Mr. ZeLteNKo. Why do you not answer the chairman's question, sir! 

The Carman. Well then, what is the answer? Let me get the 
answer. 

Mr. Dous. Mr. Zelenko is absolutely correct. 

The Cuarrman. I am asking you though. 

Mr. Dour. There is nothing in the settlement agreement referring 
specifically to a trust agreement. What the settlement agreement of 
December 1955 states is that by May 1, 1956, Mr. Onassis must reor- 
ganize these corporations to vest control in American citizens. 

The CuHarrMan. You settled the cases, and there was no trust agree- 
ment at that time? 

Mr. Dovus. No; there was not. 

The Carman. And you think that this manner of adjusting the 
matter afterwards would receive approval of those who now look at 
the situation ? 

Mr. Doun. Yes. 

The Cuatrman. After someone, whether it was Onassis or anyone 
else, had been submitted to criminal indictment and had agreed to the 
civil features of the indictment, then you say that entering into this 
kind of agreement, you go back into business with somebody who has 
admitted all these things, and it is the proper thing to do? 
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Mr. Dous. Yes; I think it was entirely proper. Judge Burger 
had entered into trust agreements with Mr. Niarchos, 

I did not attach great significance to the pleas that were filed by 
these corporations under the conditions described by Mr. Olney be- 
cause obviously these people wanted to end this tremendous litigation 
that was going on all over the country. Their ships were all tied up 
under these forfeiture proceedings and it was completely consistent 
with the theory of our litigation. We had always maintained that 
Mr. Onassis indirectly controlled these vessels, 

The Cuairman. I will not go further into that. As I understand 
it now, the trust agreement, even though it was approved by you 
and agreed to by Mr. Onassis, was not binding whatsoever on Mari- 
time. 

Mr. Dous. May I ask this question? As far as the build-and-trade- 
out, any build-and-trade-out application or any transfer of an Amer- 
ican vessel to a foreign flag or any sale of an American vessel to a 
foreign corporation, all that was subject to Maritime’s approval. 

The CuairmMan. The figures that were being discussed were not 
binding at all on Maritime. 

Mr. Dovun. I am not sure on that. 

The Cuarrman. That is what I want to find out. 

Mr. Dour. I hate to be indefinite about that. 

The Cuarrman. You know all about the trust. Could you tell me 
from the trust ? 

Mr. Dovs. I think I have shown some ignorance on this one aspect 
of it. 

The Crarrman. You would know the answer to that simple ques- 
tion. Would the figures that are set forth in the trust be binding on 
Maritime? 

Mr. Dovs. Well, I think that if they authorized it, why, they could 
accept these figures. I think these figures would be binding; yes; 
but there was no compulsion on Maritime to approve. 

Mr. Drewry. Let me interrupt, Mr. Chairman. 

The Carman. Yes. 

Mr. Drewry. In vit way would they be binding on Maritime? 

Mr. Dovs. First I do not see that Maritime would be approving 
figures. It seems to me that this is the authority as to prices. The 
trustee could accept in the case of a transfer of vessels to another 
corporation controlled by the trustee. 

Mr. Drewry. So that Maritime would really have nothing to do 
with it, rather than having it binding upon them ? 

Mr. Dour. I do not think it would except that it could approve or 
disapprove the basic transfer, 

Mr. Drewry. On the basis of the figures. 

Mr. Dovun. Yes; it could approve them on the basis of the figures or 
it could disapprove them on the basis of the figures. 

Mr. ZeLenKko. Would counsel yield for a minute ? 

Mr. : ceEWRY. Yes. 

Mr. Zevenxo. Under any trust agreement the duty of the trustees is 
for the cestui que trust, the people for whom the trust is made; is that 
correct ? 

Mr. Dovus. That is correct. 
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Mr. ZeLteNKo. Under this trust agreement these figures were put in 
with the direction of the trustee. Is not the trustee bound by these 
figures under the trust agreement which you approved ? 

Give me a “Yes” or “No” answer, sir. 

Mr. Dovs. Yes, I believe so. 

Mr. ZevenxKo. That is all. So everybody is bound by these figures 
under this trust, are they not ? 

The CHarrman. Then let me follow it further. The trustees are 
bound by the figures. The trustees then could not or would not trade 
out unless Maritime granted these figures. They could not trade out 
unless Maritime gr anted these figures? 

Mr. Dovus. Yes; I believe that is so, Mr. Chairman. 

The Cuarrman. Was the figure put in to keep this matter from get- 
ting more entangled ? 

Mr. Miniter. Mr. Chairman ? 

The Cuarrman. I will yield in a minute. 

Mr. Mitier. I am interested in your questions, but answers like 
“T believe that is so” to a direct question that could be answered “ Yes” 
or “No” sound like more legal doubletalk to me. Can we not get a 
“Yes” or “No” answer to your direct question, not “I believe that is so”? 

The Cuarrman. Ask the question over again. 

Will you read the question ¢ 

(The question was read by the reporter.) 

The Cuarrman. What is the answer? 

Mr. Dous. Mr. Colby just reminded me. 

Mr. Minter. What is the answer ? 

Mr. GarmMatz. Give the gentleman time and I think he will answer. 
The witness is entitled to have time to answer. 

The CuHarrmMan. What wasthe answer? Mr. Miller wanted a “Yes” 
or “No” answer. 

Mr. Dovs. I think, as Mr. Colby has just reminded me, that the pur- 
pose of this provision was to establish book values in the case of a 
transfer by these corporations to other corporations that might be 
organized by the trustee and consequently I do not know that the Mari- 
time Commission would even be interested in those book values or 
would have anything to do with them. 

Mr. Miter. Is that the answer? Has he had time enough, Mr. 
Garmatz, to answer now ? Has he had time to answer “Yes” or “No” 
now ? 

Mr. Garmatz. His answer satisfied me. If I understand it cor- 
rectly, it is up to the Maritime whether they want to use those figures 
or not. If they use them they use them; if not, they do not use them. 

Mr. Mitier. Then the answer would be “No.” 

Mr. Garmatz. That is for the Maritime to decide, not the Depart- 
ment of Justice. 

Mr. ZeELENKO. Will the gentleman yield? 

May I call to the attention of Mr. Garmatz that the Maritime Com- 
mission came here and said they rely on the Department of Justice 
for this trust agreement and they were being governed by the trust 
agreement in the way the Department of Justice drew it. 

“I would say on that answer, that series of answers, that they are 
bound by it and they are following it. 
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What has happened here is that everybody has been passing the 
buck, one man to another, one department to another, but Mr. Morse 
said that he relied on the Department of Justice, that they drew the 
trust agreement and he was going along with it. 

Mr. Garmatz. Will the gentleman yield for a second ? 

Mr. ZELENKO. Yes, sir. 

Mr. Garmatz. Mr. Chairman, may I ask a question ? 

The CuarrmMan. Yes. 

Mr. Garmartz. It seems that the Maritime Board was so interested 
in it that they have not consulted them since this thing transpired. 

Mr. ZeLENKO. It does not make any difference. 

Mr. Garmatz. They should have consulted them, I would think. 

Mr. ZELENKO. Maybe they should have, but that is up to the Mari- 
time Department. The Maritime Department indicated here that 
they were going along with the trust agreement drawn by the Depart- 
ment of Justice, and that that is what they are bound by. I would 
assume that they would go along with it. This is just equivocation. 

The CuarrMan. Let me try to clarify this. 

You say that your assistant told you it was put in there for the 
purpose of book values? Is that what you said? 

Mr. Dovus. That is what I said. 

The Cuairman. For what reason were you putting in book values? 

Mr. Dous. Well, it was contemplated that there might be transfers 
to other corporations organized by the trustee—foreign corporations. 
Immediately preceding these prices, it is stated that they apply to— 
the following types of vessels as to which such transfers shall have been au- 
thorized by the United States Maritime Administrator to be transferred to such 
foreign corporation or corporations, in accordance with the applicable laws 
and regulations of the Untied States. * * * 

Of course, they could not be transferred except in accordance with 
those applicable laws and those applicable regulations. 

Mr. ZeLENKO. May I submit, Mr. Chairman, that your question has 
not been answered, but I can assist you, Mr. Chairman, in your ques- 
tion, if you wish. 

The CuatrMan. I want the witness to answer. I would rather have 
the witness answer. I do not want to be rude to you. 

Mr. ZeLENnKO. I yield to you. 

The Cuarrman. You say you put them in for book value. Did you 
contemplate that the trustees were going into other transactions? Is 
that the reason you put these figures in for book value when you made 
the trust ? 

Mr. Dovus. We wished to give the power to do what any other 
American citizen could do, and that is to apply to the Maritime Com- 
mission for authority to transfer vessels to foreign corporations 
which the trustee might wish to organize and might consider bene- 
ficial, all subject to the laws of the United States—all subject to 
maritime approval. 

The CuatrMan. What did you have to do with the book value in 
setting up this trust ? 

Mr. Dovus. Well, I obviously agreed that that provision might be 
included. Now, perhaps that was unwise. Perhaps that was a mis- 
take, but it was a matter that I thought related largely to book 








256 STUDY OF VESSEL TRANSFERS 


transfers from one corporation to another where they still remained 
in the trust. 

Now, if there are any tax advantages to the trust from that, why, 
I did not see any objection to letting them have the benefit of it. 

Mr. Zecenxo. Will the gentleman yield? 

I charge that this department knew that this was a tax deduction. 
These vessels were bought at $1,350,000 apiece, and, by permitting 
Onassis to transfer these for $900,000, they were not only giving 
him something for $4 million, but he is able to write off a $ $400,000 
depreciation and tax deduction. That is what I charge was done 
on March 14. 

Mr. Mitier. On each vessel ? 

Mr. Zevenko. I charge that on March 14 the department knew it, 
and, if they did not know it, they were not protecting the interests of 
the United States. 

The Cuamrman. Suppose the book value had just been a dollar on 
this trust? What difference did it make—$900,000 or $1 ? 

Mr. Dovs. I do not think it would have made any difference. 

Mr. Auten. Will the chairman yield for one question ? 

The Cuarrman, Yes. 

Mr. Auten. Mr. Doub, was there any demand on the part of the 
trustee that a value be fixed at which the trustee could transfer ? 

Mr. Dovs. I think so, Mr. Allen. I think that is how it came 
about. 

The CHatrman. Mr. Doub, let me interrupt. 

Mr. Dovs. It w = certainly not initiated by us. 

The Cuarrman. I do not want thinking about this; I want to know. 

Mr. Dovs. You are asking me about verbal negotiations 8 or 9 
months ago, and I am anxious to be as accurate as I can, Mr. Chairman. 

The Cuatrman. Yes. 

Mr. Dovsn. I think that this provision was requested by counsel 
for the Grace National Bank. 

Mr. Zetenko. And by Onassis. 

Mr. Dovs. And perhaps Mr. Onassis’ counsel. 

Mr. Zetenxo. It was not “perhaps”. It was counsel for Onassis 
that asked for this, was it not, sir, among others? Give me a “yes” 
or “no” answer. 

Mr. Garmarz. Mr. Chairman, I object. I think the witness has the 
right to answer. 

“Mr. Zetenxo. I want a “yes” or “no” answer as to whether counsel 
for Onassis asked for this. 

The Cuairman. I am going to take a 2-minute recess. 

( Brief recess. ) 

The Cuarrman. The committee will be in order. 

I am going to excuse the present witness until tomorrow morning 
at 10 o’clock, and take the next witness. 

The next witness will be Captain Conway. 

Mr. Zelenko, I have excused the present witness until tomorrow 
morning at 10 o’clock. 

Mr. Zetenko. Thank you, Mr. Chairman. 
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STATEMENTS OF GRANVILLE CONWAY, PRESIDENT, UNITED 
STATES PETROLEUM CARRIERS, INC., VICTORY CARRIERS, INC., 
WESTERN TANKERS, INC., AND THE TRAFALGAR STEAMSHIP 
CORP.; AND CHARLES S. CUNNINGHAM, KIRLIN, CAMPBELL & 
KEATING, NEW YORK, N. Y., COUNSEL FOR GRACE NATIONAL 
BANK, TRUSTEE 


The CHarrman. Captain Conway, do you have a statement that 
you care to make before questioning begins ? 

Mr. Conway. Mr. Chairman, I would like to make a few observa- 
tions, telling you about what we have done. 

The Cuarrman. Do you have a general statement which you would 
like to make first ? 

Mr. Conway. Yes. 

The Cnarrman. Will you give your full name and identification ? 

Mr. Conway. I am Granville Conway. I am president of the 
United States Petroleum Carriers, Inc.; Victory Carriers, Inc.; West- 
ern Tankers, Inc., and the Trafalgar Steamship Corp. Those are the 
companies that own the 12 tankers, 2 Liberty ships, and 7 Victory 
ships. 

I think it is plain, Mr. Chairman, that in the trust agreement it 
was all understood that the grantor did wish for us to have a trade- 
out-and-build program, and in this connection Mr. Onassis and his 
officers of the corporations had many meetings with the Maritime 
Administration, the Bethlehem Shipbuilding Co., and, I think, some 
with the United States Navy, in connection with this program. 

As a matter of fact, Bethlehem made plans for this 100,000-ton 
tanker which, incidentally, will be about 107,000 tons. They ran 
the tests in the model basins and so on. 

The Maritime Commission tentatively agreed on the trade out of 
14 of the older ships, which were 12 tankers and 2 Liberty ships, in 
exchange for building 198,400 tons of new buildings in United States 
yards under American-flag operation. 

The CHarrmMan. Let us get that clear now. They agreed for you 
to trade out how many vessels? 

Mr. Conway. Fourteen. 

The CHarrman. They agreed for you to trade out 14 vessels for 
the building of how many vessels? 

Mr. Conway. For the building of 3 new ships totaling 198,400 tons. 

The CHairMAN. Will you identify the three ships? 

Mr. Conway. One vessel will be approximately 107,000 tons. The 
other 2 will be 46,000 tons each. 

Our board, when we came in, did not feel that we could obligate 
the company for any such a program as this because we felt that 
none of our ships were chartered on any long term, and, therefore, we 
could not enter into a program such as Mr. Onassis had discussed. It 
was only in early November when we made long-term charters for 
these 12 tankers going through March of 1960, when we were satisfied 
then that we would have sufficient revenues coming in from these 
charters that would permit us to enter into a new building program 
costing some $51,300,000. 

In dise ussing this program, our board decided that we would have 
to have a Liberian corporation and the vessels would be transferred, 
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the 14 vessels would be transferred to a Liberian corporation with 
Liberian flag and foreign ownership. 

The CHarrman. Excuse me. The vessels, at the time you made ap- 
plication for transfer to the Liberian flag, were under what flag? 

Mr. Conway. All the vessels were under American flag. Now, the 
stock of this Liberian corporation would be owned in the same pro- 
portions as the stock in the American companies. That is 75 percent 
for the children, 25 percent to Ariona or Onassis, whatever you want 
to call it, so that Mr. Onassis’ stock interest would remain identically 
the same in the foreign corporation as the American corporation, 

Mr. Auten. Mr. Chairman. 

Might I ask that you make your statements accurate; not a state- 
ment that “it could go to Onassis or Ariona, whichever you want to 

call it,” but actually where it is going or did go; not “to the children,” 
or however you referred to it genet rally, but to the trustee or to United 
States Petroleum, or to whomever the accurate transferee might be, 

Mr. Conway. The 75 percent, Mr. Allen, will be held in the trust; 
25 percent is in Ariona. 

Mr. Atien. Do I understand that 75 percent of the Liberian cor- 
poration will be held by the trustee and not by United States Petro- 
leum ? 

Mr. Conway. That is true. 

Mr. Auten. That is, the stock? 

Mr. Conway. Yes. 

Mr. Lennon. Could I make one request ? 

Siince this all centers around this trust agreement, I was wondering 
if it would be possible to make available to the members of the com- 
mittee copies of the trust agreement, so that we can look at it and not 
rely completely on rather confusing testimony. There is much con- 
versation that goes on which goes at ‘least over my head, because I have 
never seen this trust agreement. 

Mr. CunnincHam. We would be glad to arrange to have copies fur- 
nished in sufficient numbers so that all the members would have copies. 
I had assumed that they had copies. 

Mr. Lennon. When will those be available, sir? 

Mr. CunnrneuaAm. I will call, and the printers can possibly get 
them out overnight. I will try. 

Mr. Lennon. We will appreciate that. 

The Cuarrman. Let me ask whether the Department of Justice has 
surplus copies of the trust agreement ? 

Mr. Dovus. We have only two copies in all. 

Mr. Conway. I can lend you mine, if you wish. 

The Cuarrman. I think that at this point we had better put the 
trust agreement into the record. The trust agreement and the settle- 
ment agreement may be put in the record at this point. 

(The trust agreement referred to follows :) 


Trust AGREEMENT BETWEEN ARISTOTELES S. ONASSIS AND GRACE NATIONAL 
BANK OF NEW YORK 
(Dated as of August 10, 1956) 
THIS AGREEMENT, made as of the 10th day of August, 1956, by and between 


ARISTOTELES S. ONAssI8, of No. 17 Avenue de Monte Carlo, Monaco, party of the 
first part (hereinafter called the “Grantor”), and Grace NATIONAL BANK OF 
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New York, a national banking association organized and existing under the laws 
of the United States and having its principal place of business at No. 7 Hanover 
Square, New York, New York, party of the second part (hereinafter called the 
“Trustee”), 

WITNESSETH : 


That in consideration of the mutual covenants herein contained, the Grantor 
has transferred or arranged for the transfer to the Trustee of 750 shares of the 
capital stock of United States Petroleum Carriers, Incorporated (hereinafter 
called “‘USP”) and 450 shares of the capital stock of Trafalgar Steamship Cor- 
poration (hereinafter called ‘“‘Trafalgar’’), each a Delaware corporation, receipt 
of which is hereby acknowledged, and which, together with any additions, in- 
creases and substitutions, are hereinafter called the Trust Property. The Trustee 
is informed that such shares constitute at least seventy-five percent (75%) of 
the voting control of each such corporation, there being 1,000 shares of capital 
stock of USP issued and outstanding, and 1,000 shares of capital stock of 
Trafalgar issued and outstanding of which USP owns 400 shares. 

To Hop the same, in trust nevertheless, for the uses and purposes specified 
herein until the termination of the trust. Subject to earlier termination in ac- 
cordance with Article SEVENTH hereof, the trust shall terminate on December 11, 
1971, provided, however, that if the Grantor’s daughter, Christina Onassis, shall 
die before that date, the trust shall terminate on the date of her death or on 
April 30, 1969, whichever date is later; provided, further, that the trust shall 
terminate in any event not later than the date of the death of the survivor of the 
Grantor’s said daughter, Christina Onassis, and the Grantor’s son, Alexander 
Socrates Onassis. The dates December 11, 1971 and April 30, 1969 are the dates 
on which Christina Onassis and Alexander Socrates Onassis, both natural born 
citizens of the United States, will be twenty-one (21) years old, respectively. 

First: This Trust Agreement is intended to assure control by United States 
citizens of USP and its Subsidiaries and Trafalgar, within the meaning of 
Section 2 of the Shipping Act of 1916, as amended, and of the registry laws of 
the United States. 

The Trustee’s primary concern shall be for the long range future benefit of 
the citizen remaindermen rather than for the production of current income. 
It is the belief of the Grantor that this purpose will best be served if USP and its 
Subsidiaries and Trafalgar maintain an active and expanding interest in the 
shipping business and particularly in the construction of oil tank vessels under 
the American flag; and the Trustee shall act accordingly and shall not be con- 
cerned with the diversification of investments, nor with the production of cur- 
rent income for the income beneficiaries, nor with short terms trends in business 
in general or in the shipping business in particular, and the Trustee shall permit 
the directors of the corporations whose stock is held, and their subsidiaries, 
to borrow without limitation, but subject to applicable provisions of law, for ex- 
pansion purposes and generally to follow a bold and expansionist course rather 
than a conservative one, with the objective of maximum gains from a long range 
standpoint, accepting the risks inherent in such a course but without liability 
therefor, as hereinafter provided. 

Wherever used in this Trust Agreement the term “Shipping Corporation” shall 
mean any corporation which owns a vessel or vessels, or any interest therein, 
documented under the laws of the United States, and of which the Trust Prop- 
erty includes, directly or indirectly, a majority of the stock. 

Wherever used in this Trust Agreement the term “Subsidiary” of a corpora- 
tion shall mean any corporation of which a majority of the stock is owned, 
directly or indirectly, by such owning corporation. 

Seconp: The Trustee is directed to collect the income of the Trust Property 
and, after deducting those expenses which are properly payable out of income, 
to pay the net income in annual instalments or oftener to the income beneficiaries, 
who shall be the issue of the Grantor living from time to time as the income is 
collected, per stirpes, subject to the provisions of the following paragraph, pro- 
vided, however, that the Trustee is directed to accumulate any minor’s share 
of any income received from a Shipping Corporation, and all income derived 
from such accumulated income, as provided in Article THrrp. 

The Grantor is authorized and empowered, at any time or from time to time, 
to increase or decrease the share of income to which any income beneficiary 
shall be entitled, provided that in the event of such increase or decrease the 
share of the other income beneficiaries shall be decreased or increased pro- 
portionately. 
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If the Grantor shall release the power reserved by him in the preceding para- 
graph as permitted by Article THIRTEENTH hereof, after having exercised such 
power, the last preceding designation of shares made by him shall be effective 
until the termination of the trust. 

Notwithstanding the foregoing provisions, so long as the Trust Property in- 
cludes a Shipping Corporation, no person other than a citizen of the United 
States shall be an income beneficiary or shall be deemed to be living for the 
purpose of receiving income under this Article SEconp. 

Tuirp: Anything contained in Article Seconp to the contrary notwithstanding 
wherever income is directed to be paid to a person who is a minor, the Trustee 
is authorized and empowered, in its discretion and with or without regard to 
any other source of income of such minor, to apply so much or all or none of such 
minor’s share of the income as it may deem advisable to the support, education 
and maintenance of such minor, and to accumulate all or the unapplied balance, 
if any, of such minor’s share of the income, and all income derived from such 
accumulated income, in a separate fund for the benefit of such minor and in 
that event the Trustee is directed to pay such accumulations, if any, to such 
minor when he or she attains the age of twenty-one (21) years or upon the 
termination or revocation of the trust created hereby, whichever occurs first, or 
if he or she dies before such event occurs, to the then living issue per stirpes 
of such minor, or such issue failing, to the Grantor’s other then living issue in 
proportion to their then respective shares in the income, or such other issue 
also failing, to the estate of such minor; provided, however, that the Trustee 
is directed to accumulate in such a separate fund, subject to the above provisions 
as to payment in certain events, all of such minor’s share of any income received 
from a Shipping Corporation, and all income derived from such accumulated 
income. 

FourtTH: Subject to the provisions of the following paragraph, upon the ter- 
mination of the trust created hereby, the Trustee is directed to transfer and pay 
over the principal of the trust to the remaindermen, who shall be the same per- 
sons who were the beneficiaries of the income therefrom immediately prior to the 
date of termination, in the same proportions as such income was then payable to 
them, provided, however, that if the trust terminates upon the death of an income 
beneficiary the share of principal which would have been payable to him or her 
if he or she had survived, shall be paid to his or her then living issue per stirpes, 
or such issue failing, to the other income beneficiaries in proportion to their 
respective shares in the balance of said principal. 

The Grantor is authorized and empowered, at any time or from time to time 
prior to the termination of the trust created hereby, to increase or decrease the 
share of principal to which any remainderman shall be entitled, provided that in 
the event of such increase or decrease the share of the other remaindermen shall 
be decreased or increased proportionately. 

If the Grantor shall release the power reserved by him in the preceding para- 
graph as permitted by Article THrrTEENTH hereof, after having exercised such 
power, the last preceding designation of shares made by him shall be effective 
upon the termination of the trust. 

If, at the termination of the trust created hereby, no remainderman is then 
living, the Trustee shall either sell all of the shares of each Shipping Corpora- 
tion, or cause such Corporation and its Subsidiaries to sell all of the vessels 
owned by them, in either case in accordance with applicable law, and the Trustee 
shall thereupon pay over the proceeds of said shares, or assign, transfer and 
deliver said shares as the case may be, together with the entire balance of the 
Trust Property, to the distributees of the income beneficiary who died last. 

Notwithstanding the foregoing provisions, if at the termination of the trust 
created hereby, the Trust Property includes a Shipping Corporation, no person 
other than a citizen of the United States shall be a remainderman or shall be 
deemed to be then living for the purposes of this Article FourtTH, provided, how- 
ever, that the distributees referred to at the end of the preceding paragraph need 
not be citizens of the United States. 

Firtu: Anything herein contained to the contrary notwithstanding, if all or 
a portion of the Trust Property or any accumulated income shall vest in absolute 
ownership in a minor or minors, the Trustee is authorized and empowered to 
hold the property so vested in each such minor in a separate fund for the benefit 
of such minor and to invest and reinvest the same, to collect and receive the 
income and profits therefrom and after deducting those expenses which are 
properly payable out of income and with or without regard to any other source 
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of income of such minor, to apply so much or all of the net income as the Trustee, 
in its discretion, may deem advisable to the support, education and maintenance 
of such minor, to accumulate all or the balance, if any, of such income until such 
minor shall attain the age of twenty-one (21) years and thereupon to transfer 
and pay over the principal together with such accumulated income, if any, to such 
minor; and if such minor shall die before attaining the age of twenty-one (21) 
years, the principal together with such accumulated income, if any, shall be paid 
over to the estate of such minor; provided, however, that the Trustee is directed 
so to accumulate all of such minor’s share of any income received from a Ship- 
ping Corporation, and all income derived from such accumulated income, if such 
minor is a child of the Grantor. The authority, conferred upon the Trustee 
hereby shall be construed as a power only and shall not operate to suspend the 
absolute ownership of such property by such minor or to prevent the absolute 
vesting thereof in such minor. With respect to any property held under such 
power, the Trustee shall have all of the rights, powers, privileges, discretions and 
immunities, as well as the duties and responsibilities, granted to or imposed upon 
the Trustee herein. 

SixtH: The Trustee is hereby authorized and empowered in its discretion, 
except as to those matters hereinafter set forth as to which the Trustee is specifi- 
cally directed : 

(a) To receive by gift, grant, devise or bequest from the Grantor or from 
any other person at any time and from time to time such additions to the 
Trust Property as may be offered or made and when so received to hold the 
same as part thereof; 

(b) To retain without sale any of the Trust Property, notwithstanding 
the same may consist of securities other than those specified by law for the 
investment of trust funds, including specifically, but not by way of limitation, 
any stock or other security of USP or of any of its Subsidiaries, any stock 
or other security of Trafalgar and any stock or other security of any corpo- 
ration engaged in or connected with the shipping industry, regardless of 
whether or not any such stock or other security is regarded as speculative 
or produces no income or both, and regardless of any fluctuations in the value 
thereof or in the value of the assets of the applicable corporation ; 

(c) To sell and convey any or all of the Trust Property at such times and 
upon such terms as it may deem wise, provided, however, that no sale or 
conveyance shall be made which would be in violation of any provision of 
the shipping and registry laws of the United States, and provided further 
that no sale or conveyance of any stock or other security of, or any vessel 
owned by, a Shipping Corporation or a Subsidiary shall be made without 
the consent of three-fourths (*%) of the whole Board of Directors of such 
Shipping Corporation or Subsidiary ; 

(d) To invest and reinvest the proceeds of sale or any other money at 
any time in the hands of the Trustee in such corporate stocks, either common 
or preferred, bonds or other securities as it may select from time to time, 
without limitation to those specified by law for the investment of trust 
funds, including, but not by way of limitation, any stocks or other securities 
of the kind described or referred to in paragraph (b) above; 

(e) To exchange any part of the Trust Property for other property of like 
nature or in which investment may be made at such values as may be agreed 
upon between the Trustee and the other party to the exchange, subject to 
the limitations prescribed with respect to sales and conveyances in paragraph 
(c) above; 

(f) With respect to any corporation whose stock or whose bonds at any 
time constitute part of the Trust Property, to exercise in person or by proxy 
any and all rights, options or privileges, including the right to vote at 
corporate meetings, which may belong to or be granted to the holders of 
such stocks or bonds (and the Trustee is directed, in the case of any Ship- 
ping Corporation, not to vote such stock for the election of any director who 
is not a citizen of the United States) ; to afford representation, not in excess 
of twenty-five (25) percent of the membership of the Board, on the Board 
of Directors of any corporation to any person having a substantial minority 
stock interest, direct or indirect, in such corporation (and the Trustee is 
directed to do so with respect to any Shipping Corporation or Subsidiary 
upon the written request of such person) ; to exercise or to decline to exercise 
and to sell any rights which may be issued by any corporation ; to participate 
in, consent to or dissent from any plan for consolidation, merger, reorgani- 
zation, recapitalization, spin-off, split-up, split-off, financial readjustment 
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or dissolution concerning any corporation (and the Trustee may take such 
steps as may be necessary to vest ownership of the S/T OLYMPiIc GAMEs in a 
separate corporation and to effect the distribution of the stock of such sepa- 
rate corporation to the shareholders of USP); to register or transfer any 
corporate stocks, bonds, or rights in its name or in the name or names of any 
other person or persons chosen by it but at all times with full responsibility 
as Trustee with respect to any such transfer or registration ; 

(g) Except as otherwise expressly provided below, to consider all divi- 
dends declared upon stock on or before the date of delivery of such stock 
to the Trustee by the Grantor or any other person and payable to stock- 
holders of record as of a date after such delivery and all interest accrued 
upon bonds or other obligations on the date of delivery of such bonds or 
obligations to the Trustee by the Grantor or any other person, as income and 
not principal and to dispose of the same accordingly ; 

(h) To hold securities owned or purchased for the trust created hereby at 
a premium without being required to set aside any part of the income there- 
from as a sinking fund to retire or absorb such premium; 

(i) To borrow from time to time from Grace National Bank of New York 
or from any other person or organization, without personal liability, such 
sums of money as may be necessary for any purpose, including the payment 
of such fees and expenses of the Trustee as may have been agreed upon 
between the Trustee and the Grantor, and to do so upon such terms and 
conditions as the Trustee may deem advisable, and in such event to execute 
as Trustee hereunder promissory notes or other agreements and to pledge 
any part of the Trust Property as collateral security for the repayment 
of the sums so borrowed ; 

(j) To distribute all or any part of the Trust Property in accordance 
with the provisions of Article FourrnH in cash or in kind of partly in cash 
and partly in kind. 

Dividends on shares of stock payable in the stock of any class of the corpora- 
tion declaring or authorizing the same shall be treated as principal, except that 
any such dividends paid in lieu of periodic cash dividends or in lieu or recoup- 
ment of dividends defaulted or accumulated while the shares of stock are held 
in the trust shall be income. 

Rents, royalties and cash dividends received from wasting asset companies 
(including without limitation cash dividends paid by oil, coal, lumber or mining 
companies), extraordinary cash dividends other than liquidating dividends, and 
dividends payable in the stock of a corporation other than the corporation de- 
claring or authorizing the same shall be income. 

The proceeds of the sale of unproductive or underproductive property, liquidat- 
ing dividends and rights to subscribe to stock shall be principal. 

The investment and other administrative powers of the Trustee shall apply, 
where appropriate, to all accumulated income of the trust created hereby and 
to all income derived from such accumulated income and to all property in which 
any such income may be invested. 

SEvENTH: The Grantor recognizes the fact that the Trustee, as a majority 
or substantial stockholder in the Shipping Corporations whose stocks are held 
from time to time, will have the responsibility of voting for the election of 
directors of such Corporations and that the directors will be responsible for the 
conduct of the business of such Corporations. 

For some time prior to the creation of this trust, the Grantor and the present 
managements of USP and its Subsidiaries and Trafalgar have been conducting 
negotiations with the United States Maritime Administration wtih a view to 
working out a satisfactory arrangement for the construction in the United States 
of one or more new oil tank vessels to be documented under the United States 
flag and the consequent transfer to the Grantor or his designee for registry un- 
der a foreign flag or flags of certain of the tank and dry cargo vessels now owned 
by USP and its Subsidiaries and Trafalgar. Without intending to limit the gen- 
eral powers of the Trustee or to impinge upon the powers of the respective boards 
of directors in the continued management of the affairs of USP and its Sub- 
sidiaries and of Trafalgar, except as provided in paragraph (d) below or in con- 
nection with the alternative means hereinafter outlined, there is set forth below 
an outline of the shipbuilding and shipping programs which the Grantor and 


the present managements contemplate for such corporations and which they 
would like to see effectuated : 
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(a) USP and its Subsidiaries and Trafalgar shall continue actively in 
the shipping business, and any actions intended by the Grantor to be per- 
formed by any of them may be performed by any other corporation in the 
stock of which the Trustee holds hereunder a controlling interest directly 
or indirectly ; 

(b) As soon as practicable USP shall place an order or orders for the 
construction by a United States shipbuilder in the United States of one or 
more tank vessels as may be approved by the United States Maritime Ad- 
ministrator, which may include one or more tank vessels having a total dead- 
weight each of approximately 100,000 tons (of 2,240 pounds each) ; 

(c) The said vessels shall be registered under the United States flag 
upon the delivery thereof by the shipbuilder ; 

(d) USP and its Subsidiaries and Trafalgar shall apply to the United 
States Maritime Administrator for permission to transfer to a foreign flag 
or flags any vessels (tank or dry cargo) owned by any such corporation (the 
aggregate tonnage of the vessels so to be transferred to be the maximum 
permitted by the United States Maritime Administrator), such transferred 
vessels to be acquired by a foreign corporation or corporations at least 75% 
of the stock of each of which is held by the trustee under this trust or by a 
citizen trustee approved by the United States Maritime Administrator in a 
trust or trusts having a duration no longer than the life of the survivor of 
the aforesaid Alexander Socrates Onassis and Christina Onassis, approved 
as to United States citizenship by the United States Maritime Administrator, 
for the benefit of citizens of the United States who are at the time within 
the class of potential income beneficiaries and remaindermen of the trust 
created hereby. In the event that USP shall execute a shipbuilding contract 
or contracts with such United States shipbuilder, as referred to in para- 
graph (b) above, the Trustee is directed to cause the following vessel or 
those of the following types of vessels as to which such transfer shall have 
been authorized by the United States Maritime Administrator to be trans- 
ferred to such foreign corporation or corporations, in accordance with the 
applicable laws and regulations of the United States, at the following prices 
(United States dollars) : 


Vessel Price 
S/P Olyniste Games... 4. ocd ae eee $1, 350, 000 
faperey (ere... oe eeu a ioe 550, 000 each 
2 tank Venegas 6. ls. busi 2 fe a bse pee sees 900, 000 each 


(e) The ship construction referred to above shall be financed to the fullest 
extent possible, consistent with the applicable laws and regulations of the 
United States, such financing to be accomplished by the sale of USP ship 
mortgage bonds to Metropolitan Life Insurance Company (or other United 
States lending institution) and/or by the issuance of USP secured promis- 
sory notes to The First National City Bank of New York (or other banking 
institution organized under the laws of the United States or any state 
thereof). Such mortgage bonds and notes shall be issued under and secured 
by an indenture of trust from USP to The First National City Bank of New 
York (or other banking institution organized under the laws of the United 
States or any state thereof), as trustee; 

(f) Such mortgage bonds and secured promissory notes of USP and interest 
thereon, and the ship mortgage or mortgages securing the same, covering 
the said new construction, and interest thereon, may be insured under Title 
XI of the Merchant Marine Act of 1936, as amended. 

As an alternative means of accomplishing a program such as that described 
in this Article Seventn for the construction in the United States of new vessels 
for operation under the United States flag, the Grantor contemplates that one 
or more new corporations may be created in the United States, for the purpose 
of carrying out such a program, and that at least 75% of the stock of such new 
corporation or corporations shall be held in a trust of trusts having a duration 
no longer than the life of the survivor of the aforesaid Alexander Socrates Onas- 
sis and Christina Onassis, approved as to United States citizenship by the United 
States Maritime Administrator, for the benefit of citizens of the United States 
who are at the time within the class of potential income beneficiaries and remain- 
dermen of the trust created hereby. In the event that such new corporation or 
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corporations are so created, and the stock thereof is held in the manner above 
described, the Trustee hereunder shall: 


(A) Transfer and deliver the Trust Property to the trustee of the shares 
of said new corporation or corporations, or to such new corporation or 
corporations, whereupon this trust shall terminate; or 

(B) (1) Cause the Shipping Corporations to transfer and deliver, sub- 
ject to such approvals of the United States Maritime Administrator as he 
may deem to be required: 


(i) To a foreign corporation or corporations at least 75% of the 
stock of each of which is held by the trustee under this trust or by a 
citizen trustee approved by the United States Maritime Administrator 
in a trust or trusts having a duration no longer than the life of the 
survivor of the aforesaid Alexander Socrates Onassis and Christina 
Onassis, approved as to United States citizenship by the United States 
Maritime Administrator, for the benefit of United States citizens who 
are at the time within the class of potential income beneficiaries and 
remaindermen of the trust created hereby, such vessels owned by any 
Shipping Corporations as may be approved by the United States Mari- 
time Administrator for transfer to a foreign flag or flags as an incident 
to the aforesaid program of new construction, at the respective prices set 
forth in paragraph (d) above; 

(ii) To such of said new corporations as the Grantor may designate, 
such other vessels as the Grantor may designate which are owned at 
that time by any Shipping Corporations, at their then respective depre- 
ciated book values; 

(2) Cause the dissolution and liquidation of the Shipping Corporations, 
or any of them, and the transfer to such new corporation or corporations of 
the Trust Property (and, if such dissolutions and liquidations are effected in- 
cidentally to a program of reorganization, transfer to the trustee holding the 
stock of such new corporation or corporations, any stock, securities and other 
assets acquired by the Trustee hereunder as an incident to such reorgani- 
zation), whereupon this trust shall terminate; 

(C) Take such other action in furtherance of such program as may be 
acceptable to the Trustee hereunder. 

The programs as outlined above are not intended to be all-inclusive, and other 
or additional programs may be undertaken from time to time. The above outlined 
programs or any other program undertaken pursuant to the provisions of this 
Article SEVENTH shall only be undertaken subject to such approvals and require- 
ments of the United States Maritime Administrator as he may deem to be re- 
quired or appropriate. 

E1eutH: The Trustee is expressly released from any and all liability for 

(a) the Trustee’s retention without sale of any stock or other security 
received by it from the Grantor or from any other person and any stock 
or other security in any corporation engaged in or connected with the ship- 
ping industry or any stock or other security received in exchange therefor ; 

(b) the Trustee’s acts in exercising in person or by proxy any and all rights 
to vote at corporate meetings, provided only that it shall exercise its best 
judgment in electing competent directors of the Shipping Corporations, hav- 
ing informed such proposed directors of the provisions of this Trust Agree- 
ment and of the trust hereby created or of any other trust referred to in 
Article SEVENTH ; 

(c) the acts or omissions of any directors of any corporation and the 
acts or omissions of any officers, employees or agents employed or retained 
by such directors; 

(d) the Trustee’s acts or omissions in reliance upon the recommendation 
of a majority of the directors of any corporation or, if no recommendation 
is received from a majority of such directors, upon the recommendations 
of a majority of the directors for whom the Trustee voted at the last elec- 
tion thereof; and the Trustee may follow such recommendation without 
liability even if it pertains to a matter normally within the discretion of 
stockholders ; 

(e) the Trustee’s acts or omissions in reliance on the opinion of counsel; 

(f) the Trustee’s acts or omissions of any kind provided that they are not 
attributable to gross neglect or wilful malfeasance. 
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The directors and officers of any corporation are also expressly released from 
any and all liability for their acts or omissions in effectuating any of the pro- 
visions of Articles First and SEVENTH hereof. 

Nothing contained in this Article E1enr shall relieve the Trustee from the 
obligation to use its best efforts to carry out any express direction or directions 
set forth in this Trust Agreement. 

NintH: The Grantor hereby indemnifies and shall hold harmless the Trustee 
and the directors and officers of any corporation from any and all liability for 
their acts or omissions, in effectuating any of the provisions of Articles First 
and SEVENTH hereof, not attributable to gross neglect or wilful malfeasance. 

TENTH: Any corporation resulting from any reorganization, merger or con- 
solidation of the Trustee named herein, or any corporation succeeding generally 
to all or the greater part of the assets and business of the Trustee, shall be the 
successor to it as Trustee hereunder without the execution or filing of any 
paper or any further action on the part of any party hereto of the income bene- 
ficiaries or remaindermen hereunder. 

The Trustee named herein and any successor Trustee may resign from office 
without leave of court at any time or for any reason upon the filing of a written 
instrument of resignation with the Grantor or, if he shall not then be living, with 
his personal representative, domiciliary or ancillary, wherever qualified, and 
irrespective of whether such representative may have been judicially released 
and discharged from his duties. 

In the event of any such resignation, the Trustee shall be entitled to such ex- 
penses, compensation, counsel fees and other disbursements as have been agreed 
upon between the Trustee and the Grantor. 

If the Trustee shall resign or be removed by court order, it shall be succeeded 
as Trustee by a bank or trust company that is a citizen of the United States within 
the meaning of Section 2 of the Shipping Act of 1916, as amended, having a com- 
bined capital and surplus of at least $20,000,000, or, with the prior approval of the 
Department of Justice, by any person or persons, bank or trust company, or com- 
bination thereof, all as may be designated by the Grantor or, if he shall not then 
be living, by his personal representative as aforesaid. 

Any notice to be given by the Trustee to the Grantor hereunder shall be deemed 
properly and effectively given if sent by registered mail addressed to the Grantor 
or, if he shall then be deceased, to his personal representative as aforesaid, c/o 
Olympic Martime, S. A., No. 17 Avenue de Monte Carlo, Monaco, or at such other 
address ag may be designated from time to time in a writing filed with the 
Trustee. 

The trustee serving at any time shall have all of the rights, powers, privileges, 
discretions and immunities, as well as the duties and responsibilities, granted 
to or imposed upon the Trustee herein, and shall not be required to furnish bond 
or other security for the faithful performance of its or his duties. 

ELEVENTH: The Trustee shall be entitled to such expenses, compensation and 
counsel fees as have been agreed upon between the Trustee and the Grantor 
for all services rendered hereunder (which shall not be limited to the compen- 
sation of trustees of an express trust as provided by law), and also all other 
reasonable disbursements of the Trustee and those of its agents made or incurred 
in the performance of its obligations contained in this trust agreement. The 
Trustee is hereby authorized to apply any part of the income from the Trust 
Property or of the Trust Property (except stock of a Shipping Corporation) in 
payment of such expenses, compensation, counsel fees and other disbursements 
from time to time. If at any time sufficient cash is not readily available from 
such income or in the Trust Property for such purposes, the Grantor shall provide 
the funds for such payment, either as an addition to the Trust Property or as a 
non-interest bearing loan to the trust hereby created, as the Grantor may deter- 
mine. The funds so provided may be withdrawn by the Trustee and used by it 
forthwith for any or all of the foregoing purposes. The Trustee shall cause to 
be repaid to the Grantor from income from the Trust Property or the Trust 
Property any amounts so loaned by him at such times as cash is available for 
such purpose. All compensation paid to the Trustee, whether on termination or 
otherwise, shall be deemed income commissions. 

TWELFTH: This agreement and the trust hereby created are hereby declared 
to be irrevocable ; provided, however, that the Grantor shall have and does hereby 
reserve at his sole discretion the right to amend, alter or revoke, in whole or 
in part, this agreement and the trust hereby creater (i) at any time after the 
lapse of five years from the date hereof, provided that at such time the Trust 
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Property does not include any stock of any corporation which owns a vessel or 
vessels or any interest therein, documented under the laws of the United Sts ites, 
and of which corporation the Trust Property included at any time, directly or 
indirectly, a majority of the stock, or (ii) at any time if the Grantor shall become 
a citizen of the United States or if the United States Maritime Administrator 
shall have consented to any such amendment, alteration or revocation. 

No such amendment or alteration affecting Article FirreENTH or enlarging 
the duties and responsibilities of the Trustee or affecting its compensation or 
immunities hereunder shall be made without the written consent of the Trustee. 

The trust hereby created shall be so amended, altered or revoked by the 
Grantor’s executing and acknowledging, with the same formality as required 
for the recording of a deed in the State of New York, an instrument in writing 
setting forth the proposed amendment, alteration or revocation, and by the 
Grantor’s delivering such instrument to the Trustee and furnishing evidence, 
satisfactory to the Trustee, of compliance with the conditions specified herein. 
In the event of any revocation, in accordance with the provisions hereof, then 
all or that part of the Trust Property as to which such revocation relates shall 
revert to, be delivered to and belong to the Grantor, provided, however, that no 
such revocation shall apply to any income theretofore accumulated for the bene- 
fit of a minor, and in the event of total revocation, all such income (but not 
principal) shall vest in such minor to be held subject to the provisions of Article 
KirtH hereof. The Trustee shall account in such manner as the Grantor may 
approve, but the Trustee shall not be required to account to any of the income 
beneficiaries or remaindermen with respect to property so reverting to the 
Grantor. 

Revocation of this agreement or the trust hereby created shall not be deemed 
to constitute a termination of the trust within the meaning of Articles SECOND or 
FourtTH. 

THIRTEENTH: At any time the Grantor may release irrevocably, in whole or 
in part, any right or power granted to him in this Trust Agreement. Any such 
release shall be effected by the Grantor’s executing and acknowledging, with the 
same formality as required for the recording of a deed in the State of New 
York, an instrument in writing and by delivering such instrument to the Trustee, 
except that the death or incapacity of the Grantor shall, in any event, be deemed 
to constitute such a release. 

FourRTEENTH: This agreement shall in all respects be administered, construed 
and interpreted according to the laws of the State of New York. 

FIFTEENTH: It is agreed that the Trustee will not permit any operations to be 
carried on by vessels owned or controlled by USP and/or its Subsidiaries, 
Trafalgar, and/or any other corporation the majority of the stock of which may 
be held hereunder, which would be contrary to law or would conflict with the 
provisions of the Operating-Differential Subsidy Agreements of Grace Line Ine. 
or might result, in the opinion of the Trustee, in the loss of the subsidy payable 
thereunder, without such waivers, approvals, consents, permissions or rulings 
satisfactory to Grace Line Inc. from the Federal Maritime Board and/or the 
Maritime Administrator and/or the United States Comptroller General as Grace 
Line Inc. may deem advisable in view of the fact that Grace Line Inc. is the 
holder of such Operating-Differential Subsidy Agreements. 

In WITNESS WueERreEoFr, the parties of the first and second parts have hereunto 
set their respective hands and seals as of the day and year first above written. 


A. S. ONAssIS, Grantor. 
ARISTOTELES §S. ONASSIS. 
GRACE NATIONAL BANK OF NEW York, Trustee, 
By E. TINsLey Ray, 
Vice President and Trust Officer. 
Attest : 
E. L. HoLtTerMANN, Cashier. 
[CORPORATE SEAL] 
REPUBLIC OF FRANCE 
DEPARTMENT OF THE MARITIME ALPS an 
City oF NICE | rs 
CONSULATE OF THE UNITED STATES OF AMERICA 





On the 6th day of August, nineteen hundred and fifty-six, before me L. M. 
Francis Vice Consul of the United States of America in and for said City of 
Nice, France, came ARISTOTELES S. ONassIs, to me known and known to me to 
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be the individual described in, and who executed, the foregoing instrument, and 
acknowledged to me that he executed the same. 
In WITNESS WHEREOF, I have hereunto affixed my official signature and Con- 
sular Seal the day and year above written. 
L. M. FRANcIs 
L. M. FRAnNcIs 
Vice Consul of the 
United States of America, at 
Nice, France 
[CONSULAR SEAL] 
Service No. 235 
Tariff Item No. 28 
Fee Paid: U. S. $2.00 
Local Cy. Equiv. Frs. 720 
STaTE OF NEW YorRK \s 
CouNnTY OF NEW YORK 
On the 10th day of August, ninteen hundred and fifty-six, before me person- 
ally came E. TINSLEY Ray, who being by me duly sworn said that he resides on 
Goodwives River Road, in Darien, Connecticut, that he is the Vice President and 
Trust Officer of Grace NATIONAL BANK oF New York, the corporation described 
in and which executed the foregoing instrument; that he knows the seal of the 
said corporation; that the seal affixed to the said instrument is such corporate 
seal and was so affixed by authority of the Board of Directors of the said corpora- 
tion and that he signed his name thereto by like authority. 
NICHOLAS A. MAROTTA 
Notary Public 
[NOTARIAL SEAL] NicHoLtas A. MAROTTA 
Notary Public, State of New York 
No. 41-7727050 
Qualified in Queens County 
Certs. filed with N. Y. & Kings Co. Clerks 
Term Expires March 30, 1958 


(The settlement agreement can be found beginning on p. 367.) 

Mr. Conway. There is another very important point here, Mr. 
Chairman. In the trust agreement, it does give permission for a sepa- 
rate citizen trustee for the foreign corporation. Do you understand 
that ? 

Mr. SANTANGELO. No, sir. 

Mr. Conway. I think this is a very important point. 

The Cuarrman. Will you read back the statement that Mr. Conway 
made? 

(The record was read by the reporter. ) 

The CuarrmMan. I do not understand that. 

Mr. Conway. I would like to read from the trust agreement. 

Mr. ZeLtenko. Pardon me, Mr. Witness. 

Mr. Chairman, I thought it was essential to the committee that we 
were going to go into this trust agreement and what it means with 
the representative of the Department of Justice, whom you excused. 
I do not think that it lends itself to this inquiry to have the witness 
come up, unless he holds himself out as somebody that will be able to 
explain this trust agreement, and take it up piecemeal this way, be- 
cause it will be confusing. Therefore, I would ask the chairman to 
ask the witness whether he is ac ting as an attorney here who is inter- 
preting this trust agreement, or as president of these corporations, 
because I do not know the purpose of his taking the witness stand at 
this time. 

I would like to know what his purpose is before he goes into this 
piecemeal testimony. 

Mr. Conway. It will only take a half minute to explain. 
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The CuHarrMaNn. The witness was called as a witness on this entire 
matter of trade outs. 

Mr. ZetenKo. Yes; that is what I understood. Now he is going 
into elements of the trust agreement. I want to know whether it is 
part of his testimony. What I mean is this: If this witness is going 
to take up one piece and clause, and another witness is going to take 
another piece and clause, we are not going to be able to follow this. 

The CHarrman. Maybe it might help others to get a clear knowl- 
edge of what is in this trust agreement. As I understand the wit- 
ness now, he is going to testify on the trust agreement, so that it cer- 
tainly runs along with the general subject. 

Mr. ZeLenxo. I wanted to know just what the general area of his 
testimony is. 

Mr. CunNnINGHAM. May I answer you, sir? 

Mr. Zetenxo. I do not know your name, sir. 

Mr. CunnineGuam. I am Charles Cunningham, a member of the law 
firm of Kirlin, Campbell & Keating, of New York City. My firm 
is counsel to the Grace National Bank. I am a director of these corpo- 
rations, and, since the new management has been in, my firm has 
acted as general counsel to the corporations. 

The purpose, I think, of Captain Conway’s introductory remarks is 
to try to bring out to this committee that there are all sorts of varia- 
tions in here. We are trying to tell you what the trustee and new 
management have done, and propose to do, to carry out and implement 
the trust and the trade-out-and-build program which we proposed to 
Maritime, and which is now in the process of being carci out. That 
is the purpose. 

The Cuarrman. The Chair has no objection to the witness proceed- 
ing. 

Proceed, Mr. Witness. 

Mr. ZetenKo. I do not object, either, but I wanted to get the idea of 
what the general picture was. 

Mr. Conway. It says: 

* * * such transferred vessels to be acquired by a foreign corporation or corpo- 
rations at least seventy-five percent of the stock of each of which is held by the 
trustee under this trust or by a citizen trustee approved by the United States 
Maritime Administrator * * * 

Now it says: 

* * * or by a citizen trustee approved by the United States Maritime Admin- 
istrator. 

Now, what I am getting at is this: that reading from this trust 
agreement, it could have been a situation whereby the foreign corpora- 
tion, the Liberian setup, could be put into a separate civilian trust 
for which they would get the revenue from that corporation. 

On the other hand, the present trustee would be responsible for a 
new building program and have all of the obligations of that without 
any revenue from the foreign corporation, so that we said, of course, 
we could not enter into a new building program without having the 
entire proceeds from whatever profits are derived from the foreign 
corporation. Therefore, we could not agree to a separate trust and 
that, before we would sign the contract, it must be understood that 
the present trustee would continue as trustee for both the foreign cor- 
poration and the American corporation. 
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That was what I was trying to explain. In other words, we had 
to be assured of all the revenue from the foreign corporations to help 
us in our new building program. 

Now, after that was decided, the board then approved a new build- 
ing contract and trade-out, providing the Maritime Commission gave 
its formal approval, and on the 13th of December we signed new con- 
tracts with the Bethlehem Shipbuilding Co. for 3 tankers, totaling 
198,400 tons for $51,300,000, of which we paid the Bethlehem Co. at 
that time $1,795,000. 

Mr. ZetenKo. Whose money was that? 

Mr. Conway. That was the money from the American corporation, 
Victory Carriers. 

Mr. ZeLeENKO. Was that Onassis’ money ? 

Mr. Conway. No, sir. 

Mr. ZELENKO. You owe Onassis money now, do you not, from the 
trust ? 

Mr. Conway. Well, the American companies owe close to $5 million. 

Mr. ZELENKO. You owe that to Mr. Onassis ? 

Mr. Conway. To the foreign companies. 

Mr. Drncett. Which is the same as owing it to Onassis? 

Mr. Conway. Probably. I donot know. Mr. Cunningham can tell 
you that. 

Mr. CunnincHaAM. Incidentally, as you recall, in the settlement 
agreement that is an item that has to be deferred for a period of 10 
years in payment. 

Mr. Drncetu. It is going to Onassis? 

Mr. ZetenxKo. I did not want to interrupt. 

Mr. CUNNINGHAM. Yes. 

Mr. Auten. If I might interject a question, I think that the state- 
ment just made is of a type that I rather object to. 

Have you a book account payable to Onassis or a note payable to 
Onassis, or do you owe Ariona, or do you have a note to Ariona ? 

In other words, who is the payee of the obligation of your corpora- 
tion ? 

Mr. ZeLENKO. May I help the gentlemen ? 

We have a paper from Mr. Cunningham, I believe, in which they 
state that it is owed to Ariona and it is owed to Onassis. They list 
4 items, adding to about 314 to 4 million dollars. 

Mr. Auten. May we have the record straight as to who owes whom 
what ? 

Mr. ZeLeENKO. I will get it for you. 

Mr. Conway. This is the copy of a letter that we sent to the chair- 
man of the committee, dated March 21: 

This is to confirm telephone conversation of March 20, 1957, with your repre- 
sentative Mr. Bernard J. Zincke, giving him the following information: 

Ariona loan, $2,630,000; Ariona interest, $273,000; Ariona account, Olympic 
trade-in, $916,703; transatlantic charter cancellations, $875,000. 

Those are the figures. 

Mr. ZeLeENKO. Does that answer your question, Mr. Allen? 

Mr. Auten. Yes, sir. 

Mr. ZetenkKo. Thank you. 

Mr. Conway. Now, with reference to the prices of these ships, our 
board really gave no consideration to those prices. Frankly, we 
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assumed that they were prices that were marked at the time all of 
this transaction was being considered. It meant nothing to us because 
we are transferring the stock to the foreign corporations so that the 
prices of the ships. do not enter into our negotiations at all. It has 
no meaning to us. 

The Cuamman. Just a minute. The counsel has a question. 

Mr. Drewry. Captain Conway, you say that you assumed that those 
prices were the world market prices at that time. Could you give us 
your background as to how you got into becoming the new manage- 
ment of the United States Petroleum and these other companies ? 

Mr. Conway. Well, Grace Bank came to me and asked me to 
come in. 

Mr. Drewry. Your business at the time they came to you was what? 

Mr. Conway. With the Cosmopolitan Shipping Co. 

Mr. Drewry. They operate a number of ships ? 

Mr. Conway. Yes. 

Mr. Drewry. They have purchased some ships from Maritime un- 
der the Ship § Sales Act? 

Mr. Conway. We purchased 1, yes, and we purchased 5 from 
other interests. 

Mr. Drewry. You did not have any knowledge from your experi- 
ence as to what ship market values were at the time you became head 
of these companies ? 

Mr. Conway. I did not say that, Mr. Drewry. What I said was I 
assumed that the prices listed in the trust were the prices that prevailed 
at the time these negotiations were going on. 

Remember, it was my understanding, and I may be wrong, that 
these negotiations were going on for a long period. Certainly they 
were not the prices that were world market at the time the agreement 
was signed. There is no question about that. 

If you go back to 1954, for instance, certainly they would reflect 
the prices. 

Mr. Drewry. Why would you even have to go to the trouble then 
of assuming anything? 

Mr. Conway. Well, I don’t know. It didn’t mean anything to us. 

Mr. Drewry. If you had thought about it, you knew that the figures 
were not the prices of market values as of last summer ? 

Mr. Conway. No, but I still say that I only assumed that these 
negotiations were going on for a long time, and that probably those 
were the prices. That is all I can say. 

The Cuarrman. Then you more or less answered the question I 
asked, that these prices were being considered and that this trust had 
in a form been drawn up prior to the settlement of the civil and crim- 
inal cases? 

Mr. Conway. That I would not know, Mr. Chairman. I think Mr. 
Cunningham would know. 

The Cuairman. Just a minute. You said you assumed these prices 
were being taken into consideration at the time this negotiation was 
going on in the settlement of the cases. 

Mr. Conway. It is my understanding that the negotiations with the 
Department of Justice were going on for a long period of time. I 
may be wrong. 
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The Cuairman. Did you not hear the representative of the Depart- 
ment of Justice testify that this trust was not drawn up until after 
the settlement ? 

Mr. Conway. Yes, but is that only the time of negotiations? I do 
not know, frankly. 

Mr. CuNNINGHAM. May I answer? 

The Cuatrman. You have thrown a little light on the subject on 
which I have been inquiring. 

Mr. CunNinGHAM. May | also appear asa witness? 

The Carman. Whois going to be the witness / 

Mr. Conway. Both of us. 

Mr. CunNINGHAM. I ama director, too. 

The CHairman. If one gets too deep in a ditch, the other takes 
over. 

Mr. CUNNINGHAM. It is to try to clear up some of these items of this 
kind that I am attempting to answer. 

The CHarrmMan. Before you testify, I want to know, were you in 
on the negotiations ? 

Mr. CunninGHaAm. No, sir; I was not. 

The CuarrmMan. Did you represent them in civil or criminal matters ? 

Mr. Cunnincuam. We have never represented Mr. Onassis or the 
the foreign or American companies up until we came in now. 

The CHarman. So that, you did not know anything about the 
drawing of the trust ? 

Mr. Zetenko. Did I understand the witness to say that you never 
represented Onassis until the trust was drawn ¢ 

Mr. CunnincHaM. That is careless language on my part. 

Mr. ZELENKO. Please do not be careless. We are very serious about 
that. 

Mr. CunnincHaM. I wonder sometimes. 

Mr. ZELENKO. Stop wondering and answer your questions. 

Mr. CuNNINGHAM. I want to. All I can say is that at the time I 
representing the Grace Bank. 

Mr. ZELeENKO. I ask personal privilege. 

This witness has cast reflections on the committee by wondering 
whether we are serious about this. I think we are entitled to an 
apology. 

The CHatrmMan. I asked the question myself and I am going to have 
the answer. Then, if some other member wants to ask a question, it is 
satisfactory. 

Mr. ZeLteNKo. I am sorry. 

Mr. CuNNINGHAM. At the time I was representing Grace Bank in 
the drafting of the trust agreement, I was informed by the attorneys 
representing the Onassis interests that those figures represented the 
approximate fair market value at the time of the Niarchos settlement, 
and that Justice felt that, in the negotiations with Onassis, that he 
was entitled to the same equitable dealing that Niarchos had received. 

My understanding was that Niarchos permitted the Government to 
take over certain of his ships with a privilege of repurchasing them at 
these prices. 

I know it is hearsay, but that is the explanation that I had. 

Mr. ZeLtenxo. If there were 

The Cuarrman. Will the gentleman be quiet ? 
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Mr. ZELENKO. 
a sidetrack. 

Mr. Cunnineuam. I do not mean to sidetrack you at all. 

The Cuatrman. The direct question was, Did you come into this 
before the trust was drawn or since the trust was drawn ? 

Mr. CunntncHam. I came in while the trust agreement was being 
drafted from the Grace Bank’s point of view. 

The CuHarrMANn. You represented the Grace Bank at that time? 

Mr. CunnineHAM. Yes. I had no direct dealings as far as the nego- 
tiations on the trust with the Justice Department. 

The CHarrman. Had you reprebented inkereatal parties prior to the 
drawing of the trust ? 

Mr. CunninGuam. I am sorry. 

The Cuarrman. Had you represented parties interested in the trust 
prior to the drawing of the trust ? 

Mr. CunnincHAM. Only the Grace Bank, but aside from that,no. I 
consider the Grace Bank, of course, to be an interested party. 

The Cuarrman. You had not represented the people that were in- 
volved in the civil or criminal proceedings? 

Mr. CunninGHAM. We never had any connections with the matter 
whatsoever other than that we were brought in by the Grace Bank. 

The Cuarrman. All right, sir. 

Mr. Dincett. Mr. Chairman, may I ask the witness a question or 
two, please, sir. 

Did I understand you to say in response to a statement by one of my 
colleagues here that you wondered whether this committee was seri- 
ous tod: ay, sir? 

Mr. CunnincHAM. No; I do not think I said that. If I did I cer- 

tainly did not mean to make any such inference. 

Mr. ZetenKo. Did you say it, sir, or did you not? We will have 
the stenographer read it. Will you read back the answer as to whether 
he wondered whether we were serious. 

Mr. SantTanGe.o. Mr. Chairman. 

Mr. ZELENKO. I withdraw that. 

Mr. Cunninouaom. If I did, I apologize. 

The Cuarrman. We will proceed with the main witness. Had you 
finished ? 

Mr. Drnce.u. I want to ask one more question, Mr. Chairman. This 
was the question I wanted to get down to. 

Tell me this, sir: Since this trust agreement has been drawn you 
have been representing both the trustees and Mr. Onassis; is that 
correct ? 

Mr. CunnNINGHAM. No, sir. 

Mr. Dinceti. Have you ever represented both the trustees and Mr. 
Onassis at the same time? 

Mr. CuNNINGHAM. No, sir. 

Mr. Dincetu. Never? 

Mr. CunnrINGHAM. No. 

Mr. DinceiL. Have you ever represented more than one party to 
this trust agreement ? 

Mr. CunntnGuam. That is right. 

Mr. Dinceti. What two parties have you represented ? 

Mr. Cunntncuam. The corporations in connection with the pres- 
entation of their applications to Maritime. 
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Mr. DrinGeL tL. Which corporation is that ? 

Mr. CunnINGHAM. Well, all four, United States Petroleum Car- 
riers ; W estern; Victory; and Trafalgar. 

Mr. Dincetui. And also the trustees ? 

Mr. CUNNINGHAM. Yes. 

Mr. Dincetxi. And the Grace Bank? 

Mr. CunnincHam. That is right. 

Mr. Dinceitt. Now, Onassis has an interest in this United States 
Petroleum Carriers, is that right ? 

Mr. Cunntncuam. No; I cannot say that. Ariona has the stock 
interest. I will go along with you to the extent that we under- 
stand. 

Mr. Drncetu. Tell me this. This is the point I am trying to get 
at. You are, of course, a very reputable member of the bar, and I 
do not want to cast any reflections on you, but I want to know, are you 
not representing more people than you should be representing? 

Mr. Cunninenam. We think not. If we had thought there were 
any conflicts of interests, I am sure that my firm would not have stood 
for it. 

Mr. Dincett. Thank you, Mr. Chairman. 

Mr. Santanceto. May I ask two questions for the record, Mr. 
Chairman ? 

The CuatrmMan. I wanted to see if I could let this principal wit- 
ness make his principal statement. 

Mr. Santrancevo. I want to ask two questions. 

As I understood you, sir, you say that those figures as to book 

ralue were submitted by the Onassis interests before they were in- 
corporated in the trust agreement. 

Mr. Cunnrneuam. I do not know who suggested them. 

Mr. Sanrancerio. You said before that they felt that they should 
accept the same figures that the Niarchos group had had in their 
agreements, whichever they might have been. 

Mr. Cunntncuam. I said that Justice felt that they should give 
them those figures because those had been the figures which Niarchos 
had been given as prices for which he could repurchase certain tank- 
ers which the Government forfeited. 

Mr. SantanGe.Lo. Are you making the statement on the basis of 
what you reason may be the situation or because of certain statements 
which took place pending the negotiation for the trust agreement ? 

Mr. Cunnincuam. I am only telling you what Mr. Onassis’ counsel 
at the time we were working on this trust agreement told me. 

Mr. SantanGceLo. Which particular individual in the Justice De- 
partment mentioned these figures ? 

Mr. Cunntneuam. I would not know because, you see, I never had 
direct dealings with Justice. 

Mr. SANTANGELO. What was the source of your information that the 
Justice Department set these figures ? 

Mr. CunninGuam. I do not know whether it was Mr. Ross or Mr. 
Bailen. 

Mr. Zevenko. Are they in the Justice Department ? 

Mr. Cunntncuam. I did not say that Justice told me. I said that 
when I was in the course of representing the bank in conversing and 
having negotiations with Onassis’ attorneys, that is what they told 
me on the question of this provision here and about the prices. 
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Mr. SantTANGELO. When you say “they” whom do you mean ? 

Mr. Cunntncuam. I am not sure whether it was Mr. Ross of Breed, 
Abbott & Morgan or whether it was Mr. Bailen. 

Mr. SAnTANGELO. They represent the Onassis interests ? 

Mr. Cunnineuam. That is right. 

Mr. SANTANGELO. My first question was, Was it not the fact that 
the attorneys for the Onassis interests mentioned to you those figures 
before they were incorporated in the trust agreement’? You said 
“No.” Then the Justice Department did? 

Mr. Cunntncuam. I misunderstood. I thought you had the idea 
that I got the figures passed along from Justice. I did not. 

Mr. SANTANGELO. You got them from the attorneys for the Onassis 
interests ? 

Mr. CuNNINGHAM. Yes. 

Mr. Zerenxo. Breed, Abbot & Morgan is Mr. Charles Tuttle, is 
that right? He is the man who was working for them before the 
settlement. 

Mr. CunnINGHAM. He was not in on the trust drafting. 

Mr. ZeLENKO. Let us find out, sir. You said that the figures came 
to you from Breed, Abbott & Morgan. 

Mr. Cunnineuam. I think my answer was that I said I was not 
sure whether it was Mr. Ross of Breed, Abbott & Morgan or whether 
Mr. Bailen, who is not of Breed, Abbott & Morgan. 

Mr. ZELENKO. It might have been Breed, Abbott & Morgan. That 
is Mr. Tuttle’s firm. 

Mr. CunntneuaAM. Yes. 

Mr. Zetenxo. Did you know that Mr. Tuttle was the one that 
Mr. Olney said yesterday tried to work out a package deal in the 
criminal case? Do you know that? 

Mr. Cunnrncuam. No, I do not. 

Mr. ZeELENKO. Were you here yesterday, sir? 

Mr. Cunntncuam. Well, you see, Mr. Zelenko 

Mr. ZeELENKO. It is all right. 

Mr. Cunntncuam. When you say it is all right you leave an infer- 
ence there. 

Mr. ZeLENKo. I intend to. 

The Cuatrman. I am going to let the witness explain just what he 
means now. I am not going to let somebody leave any inference here 
that the witness wants to clear up. 

Mr. Cunninouaom. I am sorry. 

The CHarrMan. I am trying to protect you. 

Mr. Cunntncuam. Yes, I know. What I said was that I was not 
certain whether that specific statement of mine had come from Mr. 
Ross or Mr. Bailen at the time we were working up the trust agree- 
ment. Iam not certain. 

Mr. Santancerto. Who is Mr. Bailen? 

Mr. Cunnincuam. Mr. Bailen of the firm of O’Sullivan & Bailen, 
tax attorneys. 

Mr. Santance.o. Whom did they represent ? 

Mr. Cunninenam. I assume 

Mr. Zetenxo. Mr. Bailen is an attorney. 

Mr. Santancevo. I yield, Mr. Chairman. 

The CuarrMan. Just a moment now. I insist that if you ask the 
gentleman a question, you then permit him to answer. 
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Mr. Garmatz. Mr. Chairman. 

If I may say so, I think you should get the permission of the 
chairman to ask the witness a question. 

Mr. Santancevo. I thought I had the permission or otherwise I 
would not have pressed the “question. The question was, Who is Mr. 
Bailen ? 

Mr. Cunnincuam. He is an attorney with offices in New York 
City and he specializes in tax matters. 

Mr. SanTANGELO. He is attorney for whom? 

Mr. Cunnrncuam. At that time he was appearing with Mr. Ross 
of Breed, Abbott & Morgan as the Onassis representatives. 

Mr. SANTANGELO. They. represented Onassis ? 

Mr. CunnincHaAM. That is right. At that time. 

Mr. Santanceto. And he was also Mr. Onassis’ agent, his attorney 
of fact according to the agreements. 

Mr. Cunnrnenam. Who? 

Mr. SanTANnGceLo. Mr. Bailen. 

Mr. CunnincHam. Well, I would have to check. 

Mr. Sanrancevo. Or in any event either Ross or Bailen were the 
representatives of Mr. Onassis and these were the ones who told you 
those figures ? 

Mr. Cunnincuam. That is right. 

The CuarrMan. You may proceed, sir. 

Mr. Conway. The last thing I have to mention, Mr. Chairman, 
here is that we have not applied to the Maritime Administration for 
any guaranteed mortgage loan on these new vessels. In fact, we 
have not applied to any “lending agency as yet. It is our hope that 
we will be able to have the revenues from these foreign-flag vessels 
to carry the payments through on the new vessels well into 1959 and 
that by that time we hope that we will have long-term charters on 
these three new tankers so that we will not need to go to the Maritime 
for any guaranteed mortgage loan. 

The CuamMan. I want counsel to ask you some questions. 

Mr. Drewry. Captain Conway, in your statement you mentioned 
that you were unable to proc eed with plans for new building until 
you have some money coming in from new charters. 

Mr. Conway. Until we were assured of a fixed amount coming in 
from long-term charters. 

Mr. Drewry. With whom are the new charters? 

Mr. Conway. With the Esso. 

Mr. Drewry. Is that with the American company, the American- 
flag ships ? 

Mr. Conway. Well, the charters were made with the American-flag 
ships with the authority in the charter to transfer them to foreign 
flag, and, as a matter of fact, the ships will all be used by, I think, 
the Esso foreign affiliate. 

Mr. Drewry. What is the status as to transfer at the present time ? 

Mr. Conway. Well, six of them have been transferred to foreign 
flag. 

Mr. Drewry. And the other eight are in process? 

Mr. Conway. Well, we are waiting on you gentlemen. 

The Cuarrman. Did you say the authori ity in the trust was to trans- 
fer? 


Mr. Conway. I do not quite understand that question. 
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The Cuairman. Did you say that you had the authority in the trust 
to transfer ¢ 

Mr. Conway. Oh, yes; the trust agreement certainly spells out quite 
specifically that it is the wish of the grantor to transfer out the old 
and build new vessels under American flag. 

The Cuarmman. Did that imply that the Maritime would give you 
the authority to transfer / 

Mr. Conway. No, this is all, of course, with approval of the Mari- 
time. We have gone to the Maritime, Mr. C hairman, and we have 
the approval to transfer the flag of these vessels. 

Mr. Drewry. You have approval on all 14 of them ? 

Mr. Conway. Yes. 

Mr. Drewry. I think what you said when you referred to “author- 
ity” was authority in the charter, is that not correct? You referred 
to the fact that the charters were originally made with Esso with 
auhority in the charter to transfer. 

Mr. Conway. That is right. 

Mr. Chairman, you make the charter under American flag. They, 
of course, they naturally want you to keep them under American flag, 
but we have the authority in the charter to transfer foreign. 

The Cuarrman. The bell has rung for the call of the House. The 
committee will stand adjourned until tomorrow morning at 10 o’clock. 

(Whereupon, at 12:10 p. m., the committee recessed to reconvene 
at 10 a. m., Wednesday, April 3, 1957.) 








STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


WEDNESDAY, APRIL 3, 1957 


Howse or REPRESENTATIVES, 
™ r er , ~ ‘’ Try nm +r i* ‘ 7 7a 
COMMITTEE ON MrerCHANT MARINE AND FISHERIES, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The CHarrmMan. The committee will come to order. 


STATEMENTS OF GRANVILLE CONWAY, PRESIDENT, UNITED 
STATES PETROLEUM CARRIERS, INC., VICTORY CARRIERS, INC., 
WESTERN TANKERS, INC., AND THE TRAFALGAR STEAMSHIP 
CORP.; AND CHARLES S. CUNNINGHAM, KIRLIN, CAMPBELL & 
KEATING, NEW YORK, N. Y., COUNSEL FOR GRACE NATIONAL 
BANK, TRUSTEE—Resumed 


The CHatrmMan. At the time the committee adjourned yesterday, 
counsel was asking Captain Conway certain questions with respect 
to the administration of the trust. Counsel will proceed. 

Mr. Drewry. Captain Conway, you are the president of the several 
companies, United States Petroleum Carriers, Victory Carriers, 
Western Tankers, and Trafalgar Steamship Corp. ? 

Mr. Conway. That is correct. 

Mr. Drewry. When did you become president of these companies? 

Mr. Conway. October 4, 1956. 

Mr. Drewry. That was pursuant to the settlement agreement and 
the trust agreement that the companies would come under American 
control ? 

Mr. Conway. That is correct. 

Mr. Drewry. I believe you said that prior to the time you came 
into the picture it was agreed that 14 of the ships would be or could 
be transferred. 

Mr. Conway. What I said, as I recall it, Mr. Drewry, was that there 
had been tentative agreements made that 14 of the vessels would be 
transferred out for the building of 198,400 tons. 

Mr. Drewry. The new tonnage was specifically in mind, was it 
not ¢ 

Mr. Conway. That is correct, and that the Bethlehem Shipbuild- 
ing had made plans for the 100,000-ton vessel and had run tests in 
the model basin. 

Mr. Drewry. At the time you came in there had not been a con- 
tract made for the construction of the new ships? 
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Mr. Conway. Oh, no. 
Mr. Drewry. It was just a tentative agreement. 

Mr. Conway. That is right. The contract for the new construction 
was signed on December 1 3, 1956. 

Mr. Drewry. Did you have any part in the negotiations prior to 
this October date when you became president? 

Mr. Conway. No, sir; none whatsoever. 

Mr. Drewry. I do not know whether it was in your testimony or 
whether I understood it from some other source, but am I correct in 
understanding that when the vessels are transferred that they will be 
transferred to a foreign corporation ? 

Mr. Conway. We are taking it in two stages. The first stage is to 
transfer the vessels to Liberian flag and after that is completed the next 
stage is to transfer to the foreign corporation, foreign ownership. 

Mr. Drewry. Is the foreign corporation in being at the present 
time ? 

Mr. Conway. There is a foreign corporation set up; yes. 

Mr. Drewry. Then title to the ships at the present time is in what 
company, United States Petroleum Carriers ? 

Mr. Conway. They are in the same companies that they have always 
been in. 

Mr. Drewry. They are in the companies or company? Is it one or 
several ? 

Mr. Conway. There are 3 companies that own the tankers. If we 
have the names of the 6 tankers I imagine there are some in all 3 com- 

yvanies. The Federal and Republic have been transferred and they are 
in the Trafalgar Steamship Corp. The Fort Bridger and the Camp 
Nemann are in the United States Petroleum Carriers. The William 
Burden and the Olympic Games are in Western Tankers, Inc. In 
other words, they were transferred as they c: an into position. 

Mr. Drewry. I am just trying to get clear for the benefit of the 
record just exactly the changes here. The trust agreement seems to 
involve the stock of United States Petroleum Carriers and Trafalgar. 
There is no reference to Western Tankers. 

Mr. Conway. That is because, of course, the other companies are 
subsidiaries of those two companies. 

Mr. Drewry. I see. Now, are these 14 vessels, 12 tankers, and 2 
Liberty ships, the entire vessel property of the companies? 

Mr. Conway. No; there are 7 Victory ships in addition to those 14. 

Mr. Drewry. With those 7 that makes a total of 21, and that is the 
entire shipping property of the several companies ? 

Mr. Conway. Of those four companies, yes; and the Victory ships, 
of course, remain under American flag. 

Mr. Drewry. Are the Victory ships scattered among the four com- 
panies, too? 

Mr. Conway. No; they are all in Victory carriers. As a matter of 
fact, the 7 Victory ships and the 2 Liberty ships are in Victory carriers. 
It is only the 12 tankers that are scattered among these 3 companies. 

Mr. Drewry. When the 14 ships are all transferred, what does USP 
and Trafalgar have left? 

Mr. Conway. I think the best way to answer that is probably to read 
our contract, our statement to the United States Maritime Commission, 
if you wish meto. Itisa long statement, but it does give you all of the 
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steps that were taken and then, if you wish also, I can offer this as 
evidence here. 

Mr. Drewry. Perhaps if you could summarize it briefly and file it, 
that would be satisfactory. 

Mr. Conway. Why do I not just read the two paragraphs here and 
see if this will cover it. 

A Liberian corporation * * * will be formed and will issue all of its authorized 
capital stock to the present stockholders of USP, in proportion to their respective 
stockholdings in USP, in exchange for all of the USP stock. 

USP will dissolve and will distribute its assets in liquidation to Liberia, in 
exchange for the surrender by Liberia of all of the stock of USP for cancellation. 
As a result of such liquidation of USP, title to the 12 tankers and the 2 Liberty 
ships will pass to Liberia. 

This is the complete statement that we made to Maritime and if you 
wish, I will file it. 

Mr. Drewry. I think it will be helpful if we could file that for the 
record. 

(The document referred to follows:) 
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Fors Approved; Budget Bureau No. 41-R1660 


Fors MA-29 U.S. DEPARTMENT OF COMMERCE 
(Rev. 5-7-54) APPLICATION TO MARITIME ADMINISTRATION 


U. S. DEPARTMENT OF COMMERCE 
MARITIME ADMINISTRATION 


Under Sections 9, i7 and 41 of the Shipping Act, 1916, as amended, 
(U.S.C. Title 46, Sections 808, 835 and 839) 


| Date 


 egember 27,. 3996.) 


United States Petroleum Carriers, Incorporated, Victory Carriers, Inc, 
THE UNDERSIGNED, Western Tankers, Inc, and Trafalgar Steamship Corporation (All Delaware 
(NewSof owneBof record of veeseB) Corporations) 


To BARITIME 





ISTRATION, Washington 25, D. C. 





655 Madison Avenue, New York 21, N.Y, Ee ae eee eee 


(Address of owner) (Citizenship of owner) 


app 
the owners of the vesselSdescribed below (hereinafter referred to as the "vesseB’) hereby apereek Por 
the approval required by Sections 9, 37 and4l of the Shipping Act, 1916, as amended of: (a) the proposed 


transfersof the vesseSto foreign registry, viz., to Liberian registry; and2BEex 
(b) the proposed ne F a fi GODGUXIGH to an alien, namely 






A Gorporation to be organized under the laws of Liberia 
(Neme, eddress and citizenship of alien) 


and represents the following information to be accurate and true 


1. DESCRIPTION OF VESSEL . 
(a) Name of vessel and official number | (b) Former names or designations 


(See Schedule I Attached) 


T - T ~ 

| (d) Steel or wood (e) Propulsive | (f) Speed- horse- ] ¢e) Length 
power - fuel power 

4 


(h) When and where built TONNAGE 
T 
(i) Dwt | (J) Gross 
| 


2. CONCERNING VESSEL’ S DOCUMENT AND HOME PORT 





(a) Present home port of vesse | | (b) Present document: (Check which) 
(See Schedule II Attached Is vessel Registered Enrolled 
3. COMPLEMENT OF VESSEL 
(a) Total — _ _ ———Tofficers eine _ seeped 


(See Schedule II Attachqd) | 
(b) Will employment be available for these officers and crew if ship sold or transferred? 


Not Applicable 


4. OPERATION OF VESSEL UNDER AMERICAN REGISTKY AND/OR OWNERSHIP 
(a) In what trade generally has vessel been operated during the last two years? 


(See Schedule II Attached) 


(b) Is vessel now in operation? XX) Yes No If "yes," does owner intend to remain in ship oper- 
ating business, and how is it proposed to take care of U.S.-shippers formerly served by this ship? 


(See Statement Attached) 





(c¢) If laid up give location | How long ya) To ‘be replaced: By new construction, Or otherwise? 
7 Not Applicable | eS ee eee 
(e) When acquired From whom At what cost* 

(See Schedul¢ II Attached)  __ ae ee adie siiezeail . 
(f) Has vessel been offered for sale to American Citizens? Yes No Period of time on market 


What offers were received and at what prices. 


(See Statement Attached) 
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(g) Sale price * ] Terms * " — a This is desired for the con ; 
| > fidential information of the 
| (See Statement Attached) Maritime Administratic 





5. REASONS FOR SALE © TRANSFER Note The following is to be filled in by applicant in detail. _ 
(a) Owner's reason for desiring to effect said sale or transfer: (If space is insufficient, use addendum sheet ). 


To construct new vessels in 


Shipyards for operation under U.S. Flag . 


(b) What stock ownership in purchasing corporation is, or is t be, owned by or to be pledged to, as 
security to the owner, its subsidiaries, its stockholders, its holding company, or its affiliated companies? 








(See Statement Attached) 





6. CONCERNING REPLACEMENT OF VESSEL 


(a) If vessel is 1,350 gross tons or over, is not less than 12 years old, and has been owned by the 
applicant for three (3) years prior to the date hereof, would applicant be interested in turning ia 
Said vessel to the Maritime Administration as credit towards the construction of a new vessel, 
pursuant to Sections 507 or 510 of the Merchant.Marine Act 1936, as amended? 





Not_ Applicable _ 


(b) If vessel is not to be turned in and credit towards new construction not requested, what are the 
reasons for this decision on the part of the applicant? 














. — __Not Applicable 0 — sininiaaias 
(c) If applicant proposes ‘to dispose of vessel other than through Not Applicable * 
Section 510, are proceeds therefrom to be reinvested in new tonnage? e* Yes No 
OTHER VESSELS: Give names of other d Vendor, and where pow operating. 
_VWessels owned by Victory Carriers, Inc. and operating in foreign trade= “ 
Ames Victory, Coe Victory, Coeur D'Alene Victory, Jefferson City Victory, 
an \ on Mankato Victory and Northweste Victo 


8. IF VESSEL IS TO BE CHARTERED TO ALIENS: 
(a) Form of charter [” Duration of 





(c) Charter rate * ](d) Delivery date under charter or 
loading date 


(e) Trading limits: 
(See Schedule I 





(g) Business, trade and nationality o 


lien charterer 








(Please continue form on reverse side) Coasg-DC 39200 
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9. LIENt AND MORTGAGES: | : ; saa se “4 
(a) State what preferred mortgages, liens or encumbrances, if any, are recor ‘ against the vessel! at 


the present time. 
(See Schedule IV Attached) 


(b) Business, trade and nationality of proposed alien mortgagee. 


No Alien mortgagee will be involved. : 


10. ADDITIONAL DOCUMENTS 


Applicant for approval of transfer to foreign registry and/or sale, or mortgage to an alien, must 
furnish certificate of Collector of Customs at Home Port of vessel, stating name of registcred owner 
of vessel; also stating whether any preferred mortgages, ordinary mortgages and or liens are of record 
against it; and, ‘if any, describing them. If the vessel has a preferred murtgage ot it Lue etbalie 


consent to the surrender of the marine document incident to the sale or transfer of said vessel must 
be filed, duly signed and acknowledged by the preferred mortgagee In case of charter to an alies 
furnish a certified copy of Charter Party Agreement; or, if not executed, furnish a complete statement 
of the terms which are to be incorporated therein, and, if approval is grante acertified copyotf the 
charter party must be filed conforming thereto or such approval shall be vitiated 








Al. THE ALIEN INVOLVED 


(@) Is a citizen of _ 


______liberia _ 


If alien is a corporation, also state 


(1) Place and date of incorporation Menrevia, liberia 


(2) Names, addresses and nationality of directors and officers 


—Opanwilie Commayy hk? Breaduay, New York 5S, N.Y. - American 
_feergectobkinte, 17 svenue De Monte Carlo, Monte Carlo, Monacas -Oreek 


—Pierre Dumas, 25 Place Du Marche St. Honore, Paris, France - French ; 


(3) Names, addresses and nationality of owners of stocks and percentage f stock owned by each 


__Qpaee National Bank ef Mew York, as Trustee under Trust Agreesent dated  —_— 
as ef August 10, 1956 between Aristoteles S. Onassis and Grece National Bmk 

__@f_Neu York, 7 Hanover Square, New York, N.Y. = American - 75% 8 
Seeiedad Industrial Maritina ae Ariona, Panana S.A., 1481 Misiones, 


(b) State the business of the alien purchaser, charterer or mortgagee 


—_____—_— ‘Shipowner ; 


(c) If a@ shipowner, give names of vessels being owned or operated and in what trades, and under what 
registry. 


Yoesels covered by this application, in foreign trade, under Liberian 
: Registry. 





(4) Will the seller or its affiliated corporations or pers Ss make an} agreements with the purchaser 


operate this or any other f the purchaser's vessels through charter r therwise r act as 
operating agent, general agent r sub-agent? If so, outline all such arrangements 


It is contemplated that Victory Carriers, Inc. will act as a sub-egent 
when vessels enter UeS. Pertse 
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if. PRIPUSED & MPLOYMENT: 


Give details as to intended use and trade in which the ves 1 will be operated under foreign registr 
such as, commodities to be carried, rauge of ports, et This question must be answered in detail. 


(See Schedule I¥ Atteshed) 


13. CONDITIONS ANNEXED TO APPROVAL 


Under the provisions of Sec. 41 wf the Shipping Act, 1916, conditions may be annexed to any approval 
that may be given pursuant tothis application, the failure of performance of which entails the penal- 
ties of the law. An agreement guaranteeing performance of any such conditions, secured by a surety 
company bond or other surety satisfactory to the Maritime Administration, will be required. 


The particular attention of the applicant is directed tothe following provisions of the said Sec. 41: 


therever by this Act the approval of the hoard is required to render any act or 
transaction lawful, whoever knowingly makes any false statement of a material fact 
to the hoard (Yaritime Administration), or to any member thereof, or to anv officer, 
attorney, or agent thereof, for the purpose of securing such approval, shall be 
guilty of ¢ misdemeanor and subject to a fine of not more than $5,006, or to impris- 
onwent for not more than five years, or both. 


14. INSTKUCTIONS FOR EXECUTING THIS APPLICATION 


If signed by an agent of the owner, proper evidence of the autrority under which agent acts must be 
attached hereto. (b) If the owner is a corporation, name and title of executive officia! executing 
this application, must be given, and Secretary thereof must attest it, and affix corporate seal. 
(c) If practicable, the proposed vendee, charterer or ‘mortgagee, as the case may be, should also 
Sign this application; if he does not do so, state the reason The vendee, charterer or mortgagee 
will be deemed to adopt and approve the statements herein contained. If executed for vendee, char- 
terer or mortgagee by an agent attorney, evidence of authority to so act must be attached. 


(8) 


IN WITNESS WHEKEOF this application has been duly executed at —Nen-fork;-%.Ts_____—" 


a — © _ da { _____jeeenber ——— - 66 


United States Petroleus Carriers, Incorporated, 
Vistery Carriers, Inc., Western Tmkers, Inc. __ 
and Trafalgar Steamship, Lesperation....-:, 


Witness /Attest 


S JS Cp aecon ee 


Assistant Secretary ef all companies ot 


Witness /Attest By s CAAbiiace | Sad dav 


President of all companies 


lee, charterer or sortgagee) 


biesl 


Coaag-DC 39200 





STATEMENT 


This application is made in connection with a trade out and build program 
provided for in the notice of policy, effective November 5, 1956, setting forth the 
policy of the Maritime Administration with respect to the transfer foreign of 
United States documented vessels. 

By letter, dated December 10, 1956, addressed to United States Petroleum 
Carriers, Inc. (one of the within applicants), Mr. Clarence G. Morse, the Mari- 
time Administrator, approved, in principle, pursuant to sections 9 and 37 of the 
Shipping Act of 1916, as amended, the transfer by the applicants to Panamanian 
or Liberian ownership and Panamanian or Liberian registry and flag of 11 
United States flag T-2 type tankers, the tanker Olympic Games, and 2 Liberty- 
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type vessels, in consideration for the construction in the United States by United 
States Petroleum Carriers, Inc., or any United States affiliate or subsidiary cor- 
poration thereof, for United States-flag documentation and operation, of 3 new 
tankers to aggregate not less than 198,450 deadweight tons and having the 
characteristics mentioned in said approval letter. Such approval, in principle, 
was made specifically subject to the terms and conditions set forth in part I, 
paragraph B and part III, paragraph A, of the aforementioned notice of policy. 
The specific vessels which the applicants propose to transfer to foreign flag and 
ownership, in accordance with the aforementioned approval letter, are listed 
and described in schedule I hereto annexed. 


RELATIONSHIP OF APPLICANTS 


United States Petroleum Carriers, Inc., is a Delaware corporation with an 
authorized capital of 1,000 shares of no par value stock, all of which has been 
issued and is presently outstanding; 750 shares of the stock are held by Grace 
National Bank of New York, as trustee of the trust established under agreement, 
dated August 10, 1956, between Aristoteles S. Onassis and said bank (hereinafter 
referred to as “trustee of the Onassis trust’’), and the other 250 shares are owned 
by Sociedad Industrial Maritima Financiera Ariona, Panama, 8S. A., a Panaman- 
ian corporation. 

Victory Carriers, Inc., is a Delaware corporation with an authorized capital 
of 2,000 shares of no par value stock, all of which has been issued and is presently 
outstanding and is owned by the United States Petroleum Carriers, Inc. Such 
stock is presently pledged with the First National City Bank of New York, as 
trustee under preferred ship mortgage and indenture, dated as of September 1, 
1951, as amended by first suplemental indenture, dated as of December 1, 1956, 
from United States Petroleum Carriers, Inc. 

Western Tankers, Inc., is a Delaware corporation with an authorized capital 
of 1,000 shares of stock with a par value of $1 per share. All of such stock has 
been issued and is presently outstanding and is owned by Victory Carriers, Ine. 

Trafalgar Steamship Corp., is a Delaware corporation with an authorized capi- 
tal of 1,000 shares of stock with a par value of $1 per share. All of said stock 
has been issued and is presently outstanding; 450 of such shares are owned by 
Grace National Bank of New York, as trustee of the Onassis trust, 150 of such 
shares are owned by Sociedad Industrial Maritima Financiera Ariona, Panama, 
S. A., and 400 shares are owned by United States Petroleum Carriers, Inc. The 
shares owned by United States Petroleum Carriers, Inc., are presently pledged 
with the First National City Bank of New York, as trustee under the aforesaid 
preferred ship mortgage and indenture. 


PROPOSED PROCEDURE WITH RESPECT TO THE TRANSFER OF THE VESSELS TO FOREIGN 
OWNERSHIP AND FLAG AND THE CONSTRUCTION OF NEW UNITED STATES OWNED AND 
DOCUMENTED TANKERS 


It is proposed that the ultimate transfer of the vessels listed and described in 
schedule I hereof to foreign flag and ownership shall be effectuated by means of 
intercorporate proceedings, substantially as follows: 

(1) Grace National Bank of New York, as trustee of the Onassis trust, and 
Sociedad Industrial Maritima Financiera Ariona, Panama, S. A. (hereinafter 
ealled Ariona) with transfer to United States Petroleum Carriers, Ine. (herein- 
after called USP) the 450 shares and the 150 shares of stock of Trafalgar Steam- 
ship Corp. (hereinafter called Trafalgar) which said trustee and Ariona now own 
respectively. 

2) Victory Carriers, Inc., (hereinafter called Victory) will distribute to 
USP the 1,000 shares of the stock of Western Tankers, Inc., (hereinafter called 
Western) and the two Liberty ships, now held by Victory. 

(3) Western will dissolve and will distribute its assets in liquidation to USP 
in exchange for the surrender by USP of all of the stock of Western, for can- 
cellation. 

(4) Trafalgar will dissolve and will distribute its assets in liquidation to 
USP in exchange for the surrender by USP of all of the stock of Trafalgar, fer 
cancellation. 
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(5) USP will distribute the 2,000 shares of Victory stock pro rata to the 
stockholders of USP, to wit, 1,500 shares to the trustee of the Onassis trust and 
500 shares to Ariona. 

(6) A Liberian corporation (hereinafter called Liberia) will be formed and 
will issue all of its authorized capital stock to the present stockholders of USP, 
in proportion to their respective stockholdings in USP, in exchange for all of the 
USP stock. 

(7) USP will dissolve and will distribute its assets in liquidation to Liberia, 
in exchange for the surrender by Liberia of all of the stock of USP, for cancella- 
tion. As a result of such liquidation of USP, title to the 12 tankers and the 2 
Liberty ships will pass to Liberia. 

(8) While the foregoing steps are in process, the new shipbuilding program, 
required by the Maritime Administrator’s letter of December 10, 1956, will be 
proceeding in accordance with the shipbuilding contract entered into on De- 
cember 13, 1956, between Bethlehem Steel Co., and Victory Carriers, Inc., a 
copy of which contract has been heretofore submitted. 
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ScHEDULE IV 


9. LIENS AND MORTGAGES 


(a) State what preferred mortgages, liens, or encumbrances, if any, are 

recorded against the vessels at the present time. 

United States Petroleum Carriers, Inc. 

Arickaree, Battle Rock, Camp Namanu, Port Bridger, Lake George, and Stony 
Point: 

Preferred ship mortgage and indenture, dated as of September 1, 1951, from 
United States Petroleum Carriers, Inc., mortgagor, to the First National City 
Bank of New York (formerly named The National City Bank of New York), as 
trustee, mortgagee, and a first supplemental indenture dated November 30, 1956, 
as of December 1, 1956, from United States Petroleum Carriers, Inc., to The First 
National City Bank of New York, trustee, mortgagee. 


Victory Carriers, Inc. 


Heywood Broun: USMA preferred mortgage dated February 23, 1951. 

Lewis Emery, Jr.: USMA preferred mortgage dated February 23, 1951. 
Western Tankers, Inc. 

McKittrick Hills: USMA preferred mortgage dated March 15, 1948. 

Montebello Hills: USMA preferred mortgage dated February 24, 1948. 

Olympic Games and William A. M. Darden: First preferred fleet mortgage, 
dated September 12, 1951, from Western Tankers, Inc., to United States Petroleum 
Carriers, Inc., and assigned to The First National City Bank of New York 
(formerly named The National City Bank of New York), as trustee, mortgagee 
under preferred ship mortgage and indenture, dated as of September 1, 1951. 
Trafalgar Steamship Corp. 

Federal and Republic: First preferred fleet mortgage, dated February 9, 1951, 
from Trafalgar Steamship Corp. to Ocean Trading, Inc., and assigned to The First 
National City Bank of New York (formerly named The National City Bank of 
New York) as trustee under indenture of trust, dated as of February 1, 1951, 
from Ocean Trading, Ins. 


12, PROPOSED EMPLOYMENT 


It is intended to use the tank vessels to carry petroleum products in the follow- 
ing trades: 


Western Hemisphere Persian Gulf/Caribbean-Eastern Hemis- 
United States Petroleum Carriers, phere 
Ine. : United States Petroleum Carriers, 
Arickaree Inc. : 
Battle Rock Fort Bridger 
Camp Namanu Stony Point 
Lake George Western Tankers, Inc.: 
Western Tankers, Inc.: Olympic Games 
McKittrick Hills William A. M. Darden 
Montebello Hills Trafalgar Steamship Corp. : 
Trafalgar Steamship Corp. : Federal 
Republic 


It is intended to use the dry-cargo vessels Heywood Broun and Lewis Hmery, 
Jr., of Victory Carriers, Inc., for bulk cargoes in world trading (within warranty 
limits). 

Mr. Drewry. What happens to Victory Carriers in that trans- 
action ¢ 

Mr. Conway. Victory Carriers, of course, continue as the Ameri- 
‘an-flag company and as a matter of fact at the present moment we 
feel that the new tankers will be in the name of the Victory Carriers. 
The fact is that the new building contract that we signed with Bethle- 
hem was in the name of Victory Carriers, so that that will be the Amer- 
ican corporation and these other three corporations will be dissolved. 
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Mr. Drewry. The final result will be that the Liberian corporation 
will have the 14 ships. 

Mr. Conway. That is correct. 

Mr. Drewry. And they will operate them under charter and the 
earnings of the charter will then go back to Victory Carriers ? 

Mr. Conway. True; the trust, yes, to Victory Carriers, yes. I might 
add there just for clarification that when we say “the earnings,” as I 
indicated yesterday, I said all the earnings and I want to be sure that 
we all understand that that means 100 percent of the earnings. In 
other words, not only the earnings from the 75 percent of the stock 
which is held in the trust for the children, but also the earnings from 
Ariona go into this new building program. 

Mr. Drewry. Then the Liberian corporation will have the same 
stock setup as the present American corporation. 

Mr. Conway. Exactly the same. 

Mr. Drewry. And Ariona is Onassis; is it not 

Mr. Conway. That is what we assume. 

Mr. Drewry. The name sounds like the first three letters of Aris- 
toteles and the first three letters of Onassis. 

Mr. Conway. That is what we assume. I have never asked him 
but I think for the purpose of our consideration here it is in the name 
of Ariona. 

Mr. Drewry. In fact, there is a lot of this transaction that is not 
clear, but what is not clear to me is how the transactions or the earn- 
ings of the new Liberian corporation jumped from the Liberian cor- 
poration to the American corporation, the Victory Carriers. 

Mr. Conway. Well, the same trust controlled both. 

Mr. Ze.enKo. Will counsel yield for a moment? 

Would you please repeat for me, Mr. Conway, because I think this 
is what you said: That the first step in the activation of this trust 
agreement under which you are operating would be to transfer to 
foreign flag or registry some of these ships involved; is that right? 

Mr. Conway. That is true. 

Mr. Zetenko. And then it was the intention to transfer the title to 
some Liberian corporation. 

Mr. Conway. That is true. 

Mr. ZeLenkKo. Then did you say that then USP would be dissolved ? 
Is that what you said ? 

Mr. Conway. Yes. 

Mr. Zetenxo. USP would be dissolved ? 

Mr. Conway. Yes, just what I read in the statement. 

Mr. Zetenxo. I want you to read that again for me, sir. 

Mr. Conway (reading) 

A Liberian corporation * * * will be formed and will issue all of its authorized 
capital stock to the present stockholders of USP, in proportion to their respec- 
tive stockholders in USP, in exchange for all of the USP stock. 

USP will dissolve and will distribute its assets in liquidation to Liberia, in 
exchange for the surrender by Liberia of all of the stock of USP for cancellation. 
As a result of such liquidation of USP, title to the 12 tankers and the 2 Liberty 
ships will pass to Liberia. 

Mr. ZeELENKO. From what are you reading, sir? I want to be clear 
on that. 

Mr. Conway. This is our contract to the Maritime Administration. 
Would you like to look at it? 
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Mr. Zeten«Ko. This is acontract which you people made? 

Mr. Conway. Mr. Cunningham says it is not. 

Mr. ZELENKO. What is it / 

Mr. Cunninouam. It is an application implementing this approval. 

Mr. Zetenko. What you are reading from is this: “In your appli- 

vation to the Maritime Administration you have outlined what the 
trustees or the company headed by you under this agreement intend to 
do and one of the things you intend to do is to dissolve United States 
Petroleum Transport and have it taken over by a Liberian corporation 
by means of transfer of stock. Is that right? 

Mr. CUNNiNGHAM. That is right; yes. 

Mr. Zetenko. There is no question about that. That is what he 
read. 

Mr. CUNNINGHAM. Yes. 

Mr. ZeLeNKo. Sothat the trust then will be in the name of a Liberian 
corporation instead of United States Petroleum. The trust will hold 
Liberian corporation stock and not the stock of United States Petro- 
leum. Isthat right? 

Mr. CUNNINGHAM. Yes. 

Mr. ZetENKO. Now, I call your attention, sir, to a contract which 
you signed or which you O. K.’d, and this is contract MA-143! 
between the Maritime Administration of the United States Depart- 
ment of Commerce, Victory Carriers, and United States Petroleum 
Transport, Inc. You are familiar with that contract, are you not, sir? 

Mr. Conway. Yes. 

Mr. Zetenxo. That is the contract which in effect embodies the 
agreement or the approval of the United States Government, the 
Maritime Administration, to aril you to transfer these vessels and 
to build these new ones under American flag; is that right? 

Mr. GWonway. Yes. 

Mr. ZeELENKOo. And the parties to that contract are Victory Carriers 
and United States Petroleum Transport; is that right ? 

Mr. Conway. Yes. 

Mr. ZeLeENKO. What happens to this contract drawn by United 
States Petroleum Transport when you people are going to dissolve 
thiscorporation’ Tell me that, sir. 

The CHarrMan. Now let the witness answer, Mr. Counsel. 

Mr. Conway. We have the answer for that. I think what we have 
to do now, Mr. Chairman, is to go back and read this whole st: eee 
that I mentioned before. Mr. ( ‘unningh: am says we can just read pare 
graph 5 and it will explain it. 

Mr. Zetenko. Will you tell us, please, from what you are reading? 

Mr. Conway. We are reading from this statement to the Maritime 
Administration on this trade-out program and what we propose to do 
and how we propose to do it. 

Mr. ZeLenKo. I have one more thing and I shall not interrupt. Was 
this paper from which you are reading submitted to Maritime before 
contract MA-1439 was drawn up, or after? That contract, for your 
information, was dated the 27th of January of this year. 

Mr. Conway. This was dated December 27. 

Mr. ZeELENKO. That was before the contract was drawn ? 

Mr. Conway. Yes. Mr. Cunningham says that, if I read paragraph 
5 of this, it will explain it. 
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USP will distribute the 2,000 shares of Victory stock pro rata to the stock- 
holders of USP; to wit, 1,500 shares to the trustee of the Onassis trust and 500 
shares to Ariona. 

Mr. Dincett. How many shares of stock does this Liberian corpora- 
tion have outstanding, all told ? 

Mr. Conway. There are no shares outstanding at the present time, 

Mr. ZeELENKO. Let us find out while you are at this. You say that 
this Liberian corporation is presently in existence ? 

Mr. Conway. It is just a shell. 

Mr. ZetenKo. What is the name of the corporation ? 

Mr. Conway. Alexander S. Onassis Corp. 

Mr. ZELENKO. It isa Liberian corporation ? 

Mr. Conway. That is true. 

Mr. ZetenKo. Who are the officers of the corporation and who are 
the directors ? 

Mr. Conway. There are not any officers or directors yet, because we 
have not transferred the stock. 

Mr. ZELENKO. But the corporation is in existence, is it not? 

Mr. Conway. Yes. 

Mr. ZetENKO. The Liberian corporation is in existence ? 

Mr. Conway. There have been no meetings of this corporation. 
There were three officers, directors, named at the time it was incorpo- 

rated, but there have been no meetings and it has not been necessary 
to have any meetings because we have not transferred any of the stock. 
As I said before, “Mr. Zelenko, we are transferring the ships first. 
After they are completed, then we will get into the Liberian corpo- 
ration. 

Mr. ZetenKo. Now, I want to know this, first of all: You gave me 
the name of the corporation, the Aristoteles S. Onassis Corp., a 
Liberian corporation. 

Mr. Conway. Alexander. That is the son’s name. 

Mr. Zetenxo. When was that corporation incorporated in Liberia? 

Mr. Conway. That is January 16, 1957, Mr. Zelenko. 

Mr. ZELENKO. Who were the incorporators of that corporation ? 

Mr. Conway. Henry N. Conway, Jr.; no relation of mine. 

Mr. Zetenko. Do you know who he is? 

Mr. Cunnrneuam. May I say that we do not know these people. 
This was a case of using the corporation trust. 

Mr. Zetenko. Mr. Cunningham, to make it easy, do you know this 
Conway who is mentioned there ? 

Mr. Cunnincuam. No. 

Mr. ZetenKo. Who are the other incorporators? 

Mr. Conway. I am trying to say that they are dummies. 

Mr. ZritenKo. Who is the other one? 

Mr. Conway. Thomas C. Breen, Jr. 

Mr. ZeLENKO. Do you know him? 

Mr. Conway. No. 

Mr. ZeLtenKo. Who is the third? 

Mr. Conway. Edward J. Fahey. 

Mr. Zetenko. Those three names are unknown to you people, but 
you do know that they incorporated this Liberian corporation; is 
that right? 

Mr. Conway. That is true. 
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Mr. ZeEtENKO. At whose behest was this corporation organized ? 

Mr. CuNNINGHAM. Well, I cannot say mine, but I drew the cer- 
tificate of incorporation. 

Mr. ZeLtenxko. Who is your client? 

Mr. Cunnineuam. I considered the trustee to have been my client. 

Mr. ZrLenko. The Grace Bank was your client ? 

Mr. CuNNINGHAM. Yes. 

Mr. ZetenkKo. They had you organize this Liberian corporation ? 

Mr. Cunnincuam. That is right. 

Mr. Dincetit. You do not know who those incorporators were, al- 
though you drew this agreement ? 

Mr. CUNNINGHAM. No. The incorporators? No; I do not. 

Mr. Dorn. May I interrupt for the benefit of Mr. Dingell? 

I take it you are not a lawyer 

Mr. Dincext. I happen to be a lawyer. I will say that when I 
draw up a corporation on behalf of a client, I know who the people 
are, Whether they be strawmen or dummies or whoever they may 
happen to be. 

Mr. Dorn. You give it to the Corporate Trust Co. and they incor- 
porate for you and hand it all back to you, having been done. It is 
a system used by many of the lawyers in New Y ork City, and it is 
something done in the usual course of business. I merely say this to 
clarify it in your mind. 

Mr. Zerenko. I agree with the gentleman that that is so. I am not 
raising an issue on that point. 

The Cratrman. Let me interrupt. 

Counsel had not finished questioning when you asked him to yield 
to you. 

Mr. Zetenxo. I yield back to counsel. I wanted to get some of 
this background on this Liberian ¢ orporation. 

Mr. Boykin. Could I ask one question before counsel starts, because 
I have to go to another meeting ? 

I have formed many, many corporations. You send them to the 
lawyer and he puts in these dummies’ names. That is done every 
day. You know that. You have done it many times yourself, have 
you not ? 

' Mr. Zetenxo. I am not so big a lawyer that I have had so many 
corporations. 

Mr. Borxry. You have had some. 

Mr. ZeLENKO. Very few. 

Mr. Boykin. You have had to do it. 

Mr. Ze_enKo. Not for the candy stores that I represent. 

Mr. Boykin. They do it in the candy stores, too. You have the 
corporation and the lawyer furnishes these dummies. When you get 
ready to put your corporation in business, you put in the proper men 
and put In your stock. That has been done since we have had this 
Government. 

Mr. ZeLenko. I agree with the getleman. 

Mr. Borxrn. Then why are we taking up all of this time? 

Mr. Conway. I might add that the Maritime Commission had 
directed that the majority of the board of directors of this corporation, 
when we do get to that point, must be American citizens. 

Mr. ZeLeENKO. Mr. Conway, may I have one other question? I want 
to get back to this point that this contract was made between Mari- 
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time and United States Petroleum, and now it is part of your proposal 
to dissolve United States Petroleum and have a Liberian corporation. 
That was in substance what you told us; was it not? 

Mr. Conway. The contract was made with Victory Carriers. 

Mr. Zetenko. Counsel, I will yield in just a moment. I just want 
to clarify this contract. And it was made with United States Petro- 
Jleum Transport ? 

Mr. Conway. I think Mr. Cunningham can make a statement here. 

Mr. ZeLtENKO. What I want, Mr. Cunningham, and perhaps you can 
help us, is the answer to this question : 

Is it right that we agreed that the agreement with Maritime was 
made between Victory Carriers, the Maritime, and United States 
Petroleum Transport. Is that agreed ? 

Mr. Cunnincuam. That is right. 

Mr. ZeLenxo. And we also agreed that the entire stock of Victory 
Carriers is owned by United States Petroleum Transport. Do we 
agree to that? Do we agree that that was true at the time the con- 
tract was signed ? 

Mr. Cunninouam. At that time, yes. 

Mr. Ze.enKo. Is that right? 

Mr. Cunnincuam. That is right. 

Mr. ZeLenKO. Now, do we also agree that, according to the proposal 
which Captain Conway said was submitted to Maritime, United 
States Petroleum would eventually be dissolved, and in exchange for 
proper amounts of stock, a Liberian corporation would take over? 
Do we agree to that ? 

Mr. CUNNINGHAM. Yes. 

Mr. ZeLeNKo. Now, I just want to come down to my question. 

The Liberian corporation is not a party to the contract with Mari- 
time, is it ? 

Mr. CUNNINGHAM. Not yet, no. 

Mr. ZetenKo. Not yet? 

Mr. CunnincHuam. There is not any need. There was no need 
that particular contract. I think you will notice that. 

Mr. ZeELENKO. Let me ask you one thing. 

Mr. CunninGHAM. In deference to you, I think you ought to let me 
explain the thing. 

Mr. ZeLenKo. Go ahead, sir. 

Mr. Cunnincuam. As was pointed out I think earlier by Captain 
Conway, at this stage, so far as the formal contracts with Maritime are 
concerned, they involve only a transfer of flag. That being the case, 
there was no need for the foreign corporation to be a party to these 
contracts. 

Now, to just step back for a moment and get this straight, when 
Captain Conway read you the provision about the proposed liquida- 
tion of USP, he perhaps should have read an earlier provision in the 
statement that disclosed very clearly that before USP was liquidated 
and the ships were transferred ovre to the Liberian corporation, that 
the stock of Victory Carriers, which is now held by USP, would be 
turned over, passed over to the trustee before the liquidation of USP. 

Accordingly, when you get finished with this, you have Victory 
Carriers remaining alive, with the trustee directly holding 75 percent 
of its stock. That is the corporation which signed the contract of 
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which you are talking and which signed the contract with Bethlehem 
for the new building. 

Mr. ZELENKO. May I interrupt? 

The contract is signed by United States Petroleum Carriers and 
Victory Carriers. 

Mr. Cunnincuam. I have not made a misstatement yet, if you will 
let me go one step further. 

Mr. ZELENKO. Do you deny that USP signed the contract with 
Maritime ? 

Mr. Cunntneuam. No; I do not, but I asked for the privilege of 
explaining why. 

The Cuarrman. Let the witness explain and let us get this over 
with. 

Mr. Cunnincuam. It is a requirement in the trade-out-and-build 
policy of Maritime, at the time the contract is signed, that the prin- 
cipal stockholder of the chief contractor shall join with that con- 
tractor in executing this. 

Now, you can say to me, “Why did Maritime go along and permit 

SP to sign this when they were going out of existence ?” 

Tf you want to raise that point, that is perfectly all right with me. 

Mr. ZeLtenKo. I am raising it. Explain it. 

Mr. Cunnineuam. That was the requirement they made. We 
complied with it after a full disclosure to them as to how we intended 
toproceed. Thatisall Ican say. 

Mr. ZeLtenKo. Mr. Cunningham, then is it your testimony that the 
Maritime Administration knew that one of the parties to the contract, 
the party which owned all the stock of the other party, that is U nited 
States Petroleum, and we agree that they owned all the stock of 
Victory Carriers—— 

Mr. CunninoHam. That is right. 

Mr. ZeELENKO. You say that the Maritime Administration knew at 
the time this contract was being signed that United States Petroleum 
was going out of existence and it was being turned over in body to a 
Liberian corporation? You say that they knew that? 

Mr. Cunnincuam. Of course they knew it. There is a statement 
that we submitted. I insisted, so that there would be a perfect record, 
that there be a full disclosure to any governmental body with whic h 
we have ever dealt. 

Mr. ZELENKo. I will say very frankly that you have been helpful 
in expl: uining this. I say it most sincerely. 

This contract with Maritime does not have one word in it, does it, 
about the fact that United States Petroleum is going out of existence 
and that a Liberian corporation is taking over ? 

Mr. CunntnGHAM. No. 

Mr. ZetenKo. And this contract in one of its provisions says that, 
if the parties to the contract—that is United States Petroleum Trans- 
port & Victory Carriers—break the agreement, they are to pay $8 
million in liquidated damages; is that right ? 

Mr. Cunnineouam. That is right. 

Mr. ZELENKO. Now, does this contract bind the successors of United 
States Petroleum in any way? 

Of course it does not. 

The Cuarrman. Let the witness answer. 
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Mr. CunnincHam. There is no specific wording. We are getting 
down to a question of law. 

Mr. ZeLtenxKo. In other words, it does not even say, as some con- 
tracts do, that the successors or the assigns of the parties are bound, 
It does not say so, does it ? 

Mr. CunnincHaM. Not in those words. 

Mr. Zetenxo. If this procedure of yours goes through, you are 
about to dissolve one of the parties? 

Mr. CunnincHam. That is right. 

Mr. ZeLtenKo. The party that is dissolved would have been the party 
that would be liable to the Government for $8 million in case it broke 
the contract; is that right ? 

Mr. CunnINGHAM. Victory Carriers, of course, also would be liable, 

Mr. ZeLeKo. Let me ask you this. 

Mr. CunnincHaM. Well. 

Mr. Ze_enKO. Iam sorry. Victory Carriers had no assets, did it? 

Mr. CunntncHAm. Goodness. Victory Carriers would be the one. 
I would hate to get into that $8 million situation that you are talking 
about in the case of Victory Carriers. 

Mr. Ze.enKo. Let me ask you this: Victory Carriers was entirely 
owned by United States Petroleum Carriers at the time of the con- 
tract ¢ 

Mr. CunnineHam. That is right. 

Mr. Ze.ENKo. You intend to dissolve one of the parties to the con- 
tract ? 

Mr. CunninoHam. I will go along with you to that extent. That 
isright. That is a correct statement. 

Mr. Zetenxo. Who would be liable for this $8 million? 

Mr. CunnincuHam. Victory Carriers, which is not being dissolved, 
which is remaining an American company, and which will own the 
seven Victorys and has the contract for the new ships. 

Mr. Zevenko. But all of it would be owned by a Liberian corpo- 
ration ? 

Mr. Cunnincuam. No, the stock of Victory Carriers, as I explained 
to you, will be turned over directly to the 75 percent to the trustee prior 
to the liquidation of USP. 

Mr. ZeLENKO. What is the purpose then of dissolving the United 
States Petroleum Carriers into a Liberian corporation ? 

Mr. Cunninouam. That is purely a method effecting the transfer 
of ownership which we believe that Maritime has agreed to give us. 

Mr. Zevenko. Let me ask you this: Does Mr. Onassis have any in- 
terest in this Liberian corporation, or will he have any interest in it? 

Mr. CunnincHaAM. Now I have to be exact and tell you that Ariona 
will have a 25-percent interest in that, just as it has a 25-percent interest 
in the American corporations now. 

Mr. Zetenko. All right. I have no further questions. 

Mr. Drewry. Captain Conway or Mr. Cunningham, it is not clear 
to me how the title to the vessels owned by these various subsidiaries 
of USP can pass to the Liberian corporation by the dissolution of USP. 

Mr. Cunnineuam. That was all outlined to Maritime, too, and I 
shall be glad to read the steps by which the subsidiaries’ vessels will 
get to USP before they are transferred out to Liberia. 

Mr. Drewry. That was my question. I would like to find out how 
they get there. 
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Mr. Conway. This is what we were talking about in the beginning. 
Mr. Cunnrncuam. Shall I proceed to read this ? 
The CuHarrMan. Yes. 

Mr. CUNNINGHAM (reading) : 


It is proposed that the ultimate transfer of the vessels listed and described in 
Schedule I hereof to foreign flag and ownership shall be effectuated by means 
of intercorporate proceedings, substantially as follows— 


and the order in which I am reading them is the order in which the 
steps are proposed to be taken. 


(1) Grace National Bank of New York, as trustee of the Onassis Trust, and 
Sociedad Industrial Maritima Fianciera Ariona, Panama, S. A. (hereinafter 
ealled Ariona) will transfer to United States Petroleum Carriers, Inc. (herein- 
after called USP) the 450 shares and the 150 shares of stock of Trafalgar Steam- 
ship Corp. (hereinafter called Trafalgar) which said trustees and Ariona now 
own respectively. 

2) Victory Carriers, Inc. (hereinafter called Victory) will distribute to USP 
the 1,000 shares of the stock of Western Tankers, Inc. (hereinafter called West- 
ern) and the 2 Liberty ships, now held by Victory. 

(3) Western will dissolve and will distribute its assets in liquidation to USP 
in exchange for the surrender by USP of all of the stock of Western, for can- 
cellation. 

(4) Trafalgar will dissolve and will distribute its assets in liquidation to USP 
in exchange for the surrender by USP of all of the stock of Trafalgar, for 
cancellation. 

(5) USP will distribute the 2,000 shares of Victory stock pro rata to the 
stockholders of USP, to wit: 1,500 shares to the trustee of the Onassis Trust and 
500 shares to Ariona. 

(6) A Liberian corporation (hereinafter called Liberia) will be formed and 
will issue all of its authorized capital stock to the present stockholders of USP, 
in proportion to their respective stockholdings in USP, in exchange for all of the 
USP stock. 

(7) USP will dissolve and will distribute the assets in liquidation to Liberia, 
in exchange for the surrender by Liberia of all of the stock of USP, for cancella- 
tion. As a result of such liquidation of USP, title to the 12 tankers and the 2 
Liberty ships will pass to Liberia. 

(8) While the foregoing steps are in process, the new shipbuilding program, 
required by the Maritime Administrator’s letter of December 10, 1956, will be 
proceeding in accordance with the shipbuilding contract entered into on Decem- 
ber 13, 1956, between Bethlehem Steel Co. and Victory Carriers, Inc., a copy of 
which contract has been heretofore submitted. 


That is the statement that we submitted to the Maritime Admin- 
istration. 

Mr. Drewry. Then that leaves the stock of Victory Carriers owned 
by the Liberian corporation ; does it not ? 

Mr. CunNINGHAM. No; the stock of Victory Carriers, which pres- 
ently is held by USP will, prior to the liquidation of USP into a 
Liberian corporation, be passed off directly to the trustee and to 
Ariona, so that, instead of the trustee holding indirectly as it does 
now an interest in Victory Carriers, it will, under this procedure, own 
directly 75 percent of the stock of Victory Carriers and Ariona will 
hold the other 25 percent. 

Mr. Drewry. The Liberian corporation will not become the holder 
of the Victory Carriers’ stock ? 

Mr. Cunnincuam. No. 

Mr. Drewry. At any stage? 

Mr. CunninGHam. No. 

Mr. Drewry. Now, Victory Carriers has made the contract for the 
new ships. 

Mr. Conway. That is correct. 
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Mr. Cunnincuam. That is right; yes. 

Mr. Drewry. When was that contract made? 

Mr. Conway. December 13, 1956. 

Mr. Drewry. What is the status of construction under the contracts 
at the present time ? 

Mr. Conway. Well, we get the delivery of the 100,000 tonner in 
June, I believe it is, of 1960, and the other two in 1959, the two 46,000- 
ton vessels. That is the schedule. 

Mr. Drewry. Now, the money with which to build new ships is 
coming from the operation of the transferred ships by the Liberian 
corporation ? 

Mr. Conway. Well, we hope certainly to get a substantial portion 
of it, but certainly it will not pay for the entire $51 million. 

Mr. Drewry. But it is my understanding that all of the earnings 
of the Liberian corporation of which the Grace Bank is likewise 
trustee of 75 percent of the stock, will go to Victory Carriers for so 
much of the construction cost as it will cover. 

Mr. Conway. That is true. 

Mr. Drewry. The only way in which the Grace Bank gets the earn- 
ings is by way of dividend. 

Mr. Conway. That is true. 

Mr. Drewry. I still do not quite understand how the dividends get 
into Victory Carriers from the Liberian corporation. 

Mr. Conway. That will come m as income and be reinvested by the 
trust into Victory Carriers for the new ships. 

Mr. Drewry. So the Grace Bank, as trustee on the 75 percent of the 
stock of the ee corporation, will, when it gets the money, then 
say, “Well, are trustee for Victory Carriers in the amount of 75 
percent so we will reinvest in ourselves with the other hat that we 
are wearing. 

Mr. Conway. Yes. I would like to go a little further, too, to say 
ths at Mr. Onassis himself has agreed that all of the earnings from the 

5 percent of Ariona will also go into Victory Carriers. 

~ Mr. Drewry. Mr. Zincke raises the point that that would constitute 
a foreign loan for the construction of an American ship to the extent 
of Ariona’s 25 percent. 

Mr. Conway. 25 percent. Well, Ariona, of course, will own 25 
percent of Victory Carriers also. 

Mr. Rivers. Mr. Chairman, could I ask the counsel a question ? 

The CHamrMan. Yes. 

Mr. Rivers. Would you develop for the committee wherein the 
security of the Maritime Commission is assured? Do we have to wait 
until we get the trusteeship settled by the court and intercede in behalf 
of the Government, or is there a provision? As developed by the 
distinguished Member from New York, wherein do we get our security 
in the case of a dissolution effectuating a transfer ? 

Mr. Drewry. I would be very glad to yield to you to ask the question. 

Mr. Rivers. I just want to get a record. Where do we get our 
security ? 

Mr. Conway. What security ? 

Mr. Rivers. This is the same question that was developed by the 
gentleman from New York. In the case of a dissolution of a corpora- 
tion which is the original party to the contract, when the witness 
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testified that they knew that this transfer was going to be effectuated 
or the dissolution was to be effectuated, for the record I would like to 
know wherein comes our security. 

Mr. Conway. Well, 75 percent of the stock of the Liberian corpora- 
tion will be in the hands of this trust for American citizens. 

Mr. Rivers. Who sets up that trust? Does the court set it up? 

Mr. Conway. No; the Department of Justice set it up, and 
percent—and the majority of the board of directors of the Liberian 
company must be American citizens. 

Mr. ZetenKo. Mr. Witness, the trustees are not party to the contract, 
are they, between the Maritime Administration and USP? T he 
trustees are not part of the contract, are they? The United States 
Petroleum and Victory Carriers signed the contract. The trustees 
did not sign it; neither did the Liberian corporation, did they? 

Mr. CunNINGHAM. The trustees did not sign and were not requested 
to sign. 

Mr. ZeLteENKO. That is the point of the gentleman from South 
Carolina. 

Mr. Rivers. I want to know, when do you get your interests of 
the Government nailed down 4 

Mr. CunnInNGHAM. May I respond to you? 

Mr. Rivers. I did not want to interrupt the counsel because I 
thought he would get it for the record, but I did not follow that. 

Mr. CunniIncHAM. We are talking, I gather, about possibilities of 
the $8 million liquidated damage provision in this construction con- 
tract possibly having to be collected and you are wondering where the 
$8 million is coming from. 

Mr. Rivers. I am wondering where the security comes in; whether 
you say it is a liquidated proposition or whether it is cited in the 
contract. You have to have a basis for your jurisdiction because 
the party in writing the contract cites a consideration. That is an 
elementary thing with me because I happen to be a lawyer, but I want 
to know where you get it. If it causes too much ramification we will 
develop it later. 

Mr. CunntncHam. No; you are perfectly entitled to ask such 
questions. As I explained earlier, one of the parties to this contract 
with Maritime is Victory Carriers, Inc., which is an American cor- 
poration and now has seven Victory ships which cannot be transferred 
foreign, and no permission has been given to have them transferred 
foreign. 

I am not talking as an expert, but I believe they are considered to 
be quite valuable vessels. In addition, the contract for the new ships 
with Bethlehem is with that corporation. Furthermore, the earnings 
to be derived from the charters on the ships being transferred foreign 
will be, we consider, subject to the control of the trustee at least 
to the extent of 75 percent of those earnings. 

Mr. Rivers. You consider that, or is that a fact? 

Mr. Cunnincuam. I believe it to be a fact if the present trustee, 
the Grace Bank, will hold 75 percent of the stock of this foreign 
corporation. 

Mr. Zetenko. Mr. Cunningham, the trustee right now is in debt 
to Onassis. 

Mr. CunnINGHAM. I do not believe that the trustee is in debt to 
Mr. Onassis at all. 
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Mr. ZELENKO. Was there not some testimony yesterday that Mr. 
Onassis was owed about $5 million ? 
Mr. Cunnincuam. Not to the trustee, if we are going to be precise. 

Mr. Garmatz. Mr. Chairman, may I ask for the floor, please ? 

The CHatrmMan. Please let me interrupt—Mr. Rivers, of South 
Carolina, asked the witness a question. While the witness is proceed- 

ing to answer the question, I wish any other members of the committee 
would either address the Chair or ask Mr. Rivers to yield. 

Mr. Rivers, did the witness satisfactorily answer your question ? 

Mr. Rivers. He has not yet, Mr. Chairman. I do not think he feels 
that he has satisfactorily answ ered it. 

Mr. CunnrncHam. I had not completed my statement. Let us put 
it that way. 

The Cuatrman. Let us proceed along that line. 

Mr. SaAnTANGELO. Will the gentleman yield / 

The CHamrman. The witness is going to answer the question asked 
by the genteman from South Carolina. 

Mr. Rivers. Let him complete this first. You have the trusteeship. 

Mr. CunntnGHAM. Yes, and I had pointed out to you that one of 
the contracting parties will continue to hold seven Victory ships 
which will not be going foreign. In addition, I started to explain 
to you that the trustee will hold 75 percent of the stock of this foreign 
corporation to which these 14 ships are to be transferred. There 
will be substantial revenues derived from the oper ation of those ships. 
That is not something that is any guesswork, They are already under 
charter for a term of ‘something ’ over 3 years, so that there will be sub- 
stantial revenues coming in to the trustee from that source which, 
under the trustee’s powers in the trust, it may reinvest. 

The proposal is that those earnings will be reinvested in Victory 
Carriers. Those facts having been presente -d to Maritime, they ap- 
parently thought that we had justified their going ahead and entering 
into this deal and that there was sufficient financial stability there to 
justify the contract. 

Now, that is the only explanation that I can give you. 

Mr. Rivers. So that you cannot say whether or not the interest of 
the Government is secured or not. You presume that it is secured. 

Mr. CunnrincHAM. In fairness, that is as far as I could go. 

The CHarrman. Would you let me intererupt ? 

Mr. Rivers. I am finished, Mr. Chairman. 

The CHarrman. It is the responsibility then of Maritime Adminis- 
tration to see that the interest of the Government is properly pro- 
tected ? 

Mr. CunninGHam. Yes, Mr. Chairman, 

The Cuarmrman. I wish Mr. Rivers, when we have Maritime back, 
would pursue his question with them and find out. I am interested in 
the same thing that you were discussing. 

Mr. Rivers. Yes, because sombody has to stand in defense of the 
Government. 

The Cuarrman. As I understand it, Maritime has approved this 
transaction. 

Mr. CunnincHam. That is true, sir. 

Mr. Boyxrn. May I ask a short question there ? 
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You did give the Maritime Commission all the assets you had in 
these companies; did you not# They are standing good for what 
you owe the Maritime Commission ? 

Mr. Conway. We made full disclosure to the Maritime Commission. 

Mr. Boykin. You have also gone through the Department of 
Justice on some of these things; have you ? 

Mr. Conway. That is true. 

Mr. SantanceLo. Mr. Chairman, will Mr. Rivers yield? 

Mr. Rivers. I yield the floor, Mr. Chairman. 

Mr. Santancevo. The counsel asked a question to which he got an 
answer which I did not think was responsive. He asked you whether 
or not the ships which had been contracted on December 13 had been 
commenced and you said you expected delivery in 1960. Have the 
shipyards commenced construction of the 100,000-ton tanker and the 
two 46,000-ton tankers ¢ 

Mr. Conway. No, sir; they have not. 

Mr. SantanGeEvo. Is there any indication when these ships are to 
be commenced ¢ 

Mr. Conway. Well, I do not think that the keels will actually be 
laid before 1958-59. As you know it takes an awful long time to 
get the materials and all those things available. 

Mr. SAntTANGELO. Well, the purpose of transferring out the 14 
ships to the Petroleum Carriers was to get construction. 

Mr. Conway. That is true. 

Mr. Sanranoevo. And there is no immediate prospect of construc- 
tion until 1959, even the commencement of construction. 

Mr. Conway. 1958-59. 

Mr. SantanGevo. Is it because the yards are filled or is it because 
of any other reason ¢ 

Mr. Conway. Well, it is because it takes a long time, as I said before, 
to get all these materials and things together to build a ship of that 
size. I do not know whether all the ways are available or not, but I 
know those things take a long time. 

Mr. Santancevo. And the provision requiring $8 million liqui- 
dated damages is to pay in the event of a default in the construction 
of the ships; is that correct? 

Mr. Conway. Yes. 

Mr. SantanGero. There is no bond or undertaking on that par- 
ticular provision ? 

Mr. Conway. No. 

Mr. Santancero. And it is contemplated that Victory Carriers 
which is one of the parties which is to pay the $8 million liquidated 
damages may be dissolved before 1958 or 1959. 

Mr. Conway. No. 

Mr. Santanceto. When was it contemplated that Victory Carriers 
would be dissolved ? 

Mr. Conway. It is not contemplated that Victory Carriers would 
be dissolved. 

Mr. SanraneeLto. Was it USP whose dissolution was contem- 
plated ? 

Mr. Conway. Yes; but Victory Carriers will own the Victory ships 
and eventually the new tankers. 
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Mr. Santance.to. USP is the contractor for the $8 million liqui- 
dated damages and that will be dissolved. 

Mr. Conway. Yes. 

Mr. SantTanGeELO. So that one of the parties to which the Maritime 
Administration would have recourse for the liquidated damage is out 
of business. 

Mr. Conway. Yes. 

Mr. SanranGeLo. Who else would be available for the levy of the 
$8 million liquidated damages, under the terms of the contract, not 
on a gratuitous basis like the trustee ? 

Mr. Conway. The Victory Carriers. 

Mr. SantancGe.o. And the 7 Victory ships which would be a part 
of their assets would be the 7 Victory ships which had been trans- 
ferred to it? 

Mr. Conway. The Victory ships have not been transferred. 

Mr. Sanrance.o. Assuming that Victory Carriers sold the 7 Vic- 
tory ships to another American company, it would not require the 
consent of the Maritime Commission; would it? 

Mr. Conway. Well, I would say “No,” they would not. 

Mr. Sanrancexo. If it did sell the 7 Victory ships, then what se- 
curity or assets would the Victory Carriers have in order to pay for 
the liquidated damage in the event of default 4 

Mr. Conway. I would say they would have proceedings in court. 

The CHarrM i Will counsel proceed ¢ 

Mr. Drewry. Captain Conway, is it not a fact that the sole security 
is the Victory ships owned by Victory Carriers? 

Mr. Conway. That is true. Of course, they will have the earnings. 
The earnings will be coming in from the foreign ships. 

Mr. Drewry. What assurance is there that the Grace Bank will 
reinvest the earnings from the foreign ships of which it is trustee in 
the operation of the Victory Carriers ? 

Mr. Conway. Well, Mr. Drewry, if we were not assured that the 
earnings would be coming in from the foreign-flag company there 
would be no new building program. 

Mr. Drewry. I mean, is there any kind of written agreement be- 
tween the Liberian corporation and the American corporation 4 

Mr. Conway. No. 

Mr. Drewry. You are relying on the fact that the stock ownership 
is the same? 

Mr. Conway. The same. 

Mr. Dincetx. Counsel, could I ask just one question here, sir 

The CuarrMan. Let us let Mr. Drewry get through his questioning 
here. Then I will let you ask all the questions you want to ask. 

Mr. Drewry. What it boils down to is that Victory C arriers, au 
American corporation, a Delaware corporation I believe, is embark- 
ing on a program to build 198,000 tons of new ships under the so- 
called trade-out-and-build program and the American corporation 
is dependent upon the reinvestment of earnings of the foreign corpo- 
ration in order to carry out the new building program. 

Mr. Conway. That is true. 

Mr. Drewry. It could not be done otherwise. 

Mr. Conway. Absolutely not. 
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Mr. Drewry. I have just one more question. Yesterday you indi- 
cated that the board of directors had no particular interest in the 
prices which were set forth in the trust agreement. 

Mr. Conway. You mean the prices of the ships? 

Mr. Drewry. The prices of the ships were listed at the price at 
which they were to be transferred foreign. 

Mr. Conway. That is true. 

Mr. Drewry. Is it not a fact that those prices were the depreciated 
book value or depreciated floor prices of the ships acquired under the 
Ship Sales Act ? 

Mr. Conway. Frankly, Mr. Drewry, I really do not know what 
those prices represent. As I told you yesterday, I only hazarded a 
guess that they were the prices existent at the beginning or during 
the conversations about this agreement and you checked me up on 
that. That is as far as I know. I do know this: That as far as our 
board was concerned these prices meant nothing to us because the 
ships were being transferred to the foreign corporations that are 
owned by the same people that own the American corporation, so that 
it does not make any difference whether you say it is $500,000 or $5 
million. It has no bearing on it. 

Mr. Drewry. But if those prices are the depreciated value, would 
it not be true that, if they were sold for a higher price, the corporation 
which sold them or transferred them would have to pay a tax on the 
difference between their depreciated value and the cokes price for 
which they were sold ? 

Mr. Conway. Well, I think this: That for any of the prices listed 
in this trust agreement I am convinced that the Treasury Department 
would never take those prices into consideration when they are taxing 
us. If we sold the ships we would certainly want to obtain the mar- 
ket price for them and in my humble opinion, not being a lawyer, 
I do not believe that the Treasury Department would pay any at- 
tention to the prices that are listed in that trust agreement. 

Mr. ZELENKO. Would counsel yield for 1 minute? 

Are you not bound under the trust agreement to sell those ships 
for that price ? 

Mr. Conway. No, sir. Sell them to whom? 

Mr. ZetenKko. To whomever you wanted to sell them. 

Mr. Conway. No; that is not what the trust agreement says. 

Mr. ZeLENKO. What does it say ? 

Mr. Conway. It says to sell them to our own companies. 

Mr. ZreLenKo. No; it does not. 

Mr. Conway. Well, read it. 

Mr. ZeLtenKo. Read it. 

Mr. Conway. Here is (d): 

USP and its subsidiaries and Trafalgar shall apply to the United States 
Maritime Administrator for permission to transfer to a foreign flag or flags any 
vessels (tank or dry cargo) owned by any such corporation (the aggregate 
tonnage of the vessels so to be transferred to be the maximum permitted by the 
United States Maritime Administrator), such transferred vessels to be ac- 
quired by a foreign corporation or corporations at least 75 percent of the stock 
of each of which is held by the trustee under this trust or by a citizen trustee 
approved by the United States Maritime Administrator in a trust or trusts 
having a duration no longer than the life of the survivor of the aforesaid 
Alexander Socrates Onassis and Christina Onassis, approved as to United 
States citizenship by the United States Maritime Administrator, for the benefit 
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of citizens of the United States who are at the time within the class of potential 
income beneficiaries and remaindermen of the trust created thereby. In the 
event that United States Petroleum shall execute a shipbuilding contract or 
contracts with such United States shipbuilder, as referred to in paragraph (b) 
above, the trustee is directed to cauSe the following vessel or those of the 
following types of vessels as to which such transfer shall have been authorized 
by the United States Maritime Administrator to be transferred to such foreign 
corporation or corporations. 

Mr. ZeLcenKo. Will you continue to read, sir. I am talking about 
the price at which you are directed to sell them. 

Mr. Conway. But “so such corporation,” which means to our own 
corporation. 

Mr. ZeLenko. To a foreign corporation at what price? Now read 
that. 

Mr. Conway. Yes, but to our own foreign corporation. 

Mr. ZeLENKo. At what price? 

Mr. Conway. <All right. 

The Olympic Games, $1,350,000; the Liberty ships, $550,000; the T-2 tank 
vessels, $900,000. 

But still it says that they will be transferred to our own corporation. 

Mr. ZeLeNKO. At $900,000. That isthe true answer. You are bound 
by the trust, are you not, sir? 

Mr. Conway. Yes. 

The CuatrMan. Just a minute. 

Mr. Conway. We are transferring them to ourselves. 

Mr. Drewry. Captain Conway, the Liberian corporation does not 
pay taxes in the United States, does it ? 

Mr. Conway. No. 

Mr. Drewry. That is true, even though the stockholders are 75 per- 
cent American, so that there would be no United States taxes on the 
income from the 14 ships operated by the Liberian corporation ? 

Mr. Conway. No. 

Mr. ZeELENKO. What was the answer, sir? 

Mr. Conway. No. 

Mr. Drewry. Nor would there be any capital gains tax on the 
American corporation if it sold the ships, either at a loss or without 
any gain? 

Mr. Conway. Mr. Drewry, we are not sure on that yet. 

Mr. Zetenxo. Mr. Drewry, will you yield for a moment? 

Will Mr. Cunningham agree that the books show, because I have 
a record here, that these ships were bought for $1,350,000, these T-2s? 

Will you take my word, sir? 

Mr. Cunnrinenam. Certainly I will take your word. 

Mr. ZeLENKO, If they bought them for $1,350,000 and sold them for 
$900,000, does that not allow for depreciation on a tax basis? 

Mr. CunnrinGuam. I suppose so, but I assume that at a given 
moment you might have paid $2 million on the market. 

Mr. ZeLeNKo. Let us assume. 

Mr. Cunnincuam. Wait a minute. I have to answer you intelli- 
gently, Mr. Zelenko. I have to. 

It might be something that you had paid $2 million for, and on 
Tuesday, if the market was low, $900,000 might be right. I am not 
claiming that it was, but, to answer you fairly and intelligently, I 
have to say something like that. 
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Mr. ZELENKO. Let me assume this: 

These ships were bought for $1,350,000. That is what was paid 
for them. Assume that. They are sold for $900,000. 

Mr. CunNinGHAM. You are not stating that as a fact ? 

Mr. ZeLenKO. I am going to assume it first, but take my word that 

is a fact. 

Mr. Cunnincuam. I cannot take your word for that. 

Mr. Zetenko. These ships are sold for $900,000 and bought for 
$1,350,000. Does that not give a depreciation taxwise of $425,000 for 
a ship ? 

Mr. CunNINGHAM. You get the depreciation whether you sold thera 
or not. 

Mr. SantaNncELo. Is it depreciation or tax loss? 

Mr. Zetenxo. If you sell for $900,000 and buy for $1,300,000, you 
eet a tax loss of $400,000; is that so? 

Mr. CunnincHAM. Whatever you had recovered by depreciation, 
you would recover that way, and the depreciated base, compared w ith 
what you got for it, would bea gain or loss. 

Mr: ZeLenxo. In simple language, it would be a tax loss of some 
$400,000, which you could put on your books for tax purposes? 

Mr. CUNNINGHAM. Yes. 

The Cuarrman. Let us let counsel proceed. 

Mr. Drewry. What does it mean when you say you are not sure 
whether the American corporation would be subject to a capital-gains 
tax? 

Mr. Conway. We don’t know yet, because we have not sold the 
ships. 

Mr. Drewry. I see. Those which you have transferred have not 
been sold yet. 

Mr. Conway. And we do not intend to sell them. We intend to 
transfer the stock, as we indicated in the Maritime Commission’s 
memorandum, but we have not come to the point of transferring them 
to the foreign corporation yet. 

Mr. Cunninaram. Mr. Drewry, in order that we may be perfectly 
candid with this committee, we do not know as yet what all the tax 
implications may be of the program that we propose, as read to you 
this morning. 

Mr. ZetenKo. Mr. Drewry, will you yield for a minute, sir? 

The CuarrmMan. Just a minute. 

Did you finish ? 

Mr. Drewry. Well, I am trying to phrase one more question, which 
was: What, specifically, are the advantages of having this compli- 

eated procedure with the company that is doing the earning being 
under foreign ownership 4 

Mr. Conway. Certainly, we expect tax advantages; otherwise, we 
would have never done it. That is inherent in the trade-out-and- 
build program, Mr. Drewry. 

Mr. Drewry. Could you gain all of the advantages of cheaper 
operation, and so on, through flag transfer alone? 

Mr. Conway. No; you could not. You do not gain any tax advan- 
tage that way. 

Mr. Drewry. I say except for the tax aspects. 

Mr. Conway. That is true. 
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Mr. ZeLtenKxo. Will counsel yield for a moment ? 

Mr. Drewry. That is all. 

Mr. Conway. I would like to add to this, Mr. Drewry, to the extent 
that, if we do obtain tax savings or operating savings, all of that 
money comes into the American corporation for the new building 
program. 

The CHatrMAn. Yes, but another company operating under the 
American flag would have to pay all these things that you gain. 

Mr. Conway. That is true. 

The CrarrmMan. So that the Maritime then approved this trans- 
action for you with all of its ramifications, 

Mr. Conway. With the understanding that we would build new 
tonnage. 

Mr. Zecenko. Mr. Chairman. 

The CHarrMANn. Let me ask you a question. 

How much longer do we propose to have this witness / 

Mr. Zetenko. I will just have him for another minute. 

The Cuamman. Is that all? 

Mr. ZeLenkKoO. Yes, sir. 

The Cuatrman. All right. 

Mr. Zetenko. Captain, I think you told us that the Liberian com- 
pany would own and control the Victory Carriers. 

Mr. Conway. No, sir; I did not. 

Mr. Zevtenxo. What is the connection between Victory Carriers 
and the Liberian company, very briefly ? 

Mr. Conway. None whatsoever. 

Mr. Zecenko. There is no connection except that they are all 
owned in the same proportion by the same people / 

Mr. Conway. The Victory Carriers will be the American company 
that will own the seven Victory ships, and ultimately own the new 
tankers. The Liberian corporation will be the one that will own the 
14 vessels transferred out. They will all be owned in the same pro- 
portion and all be under the control of this one trustee. 

Mr. Zecenko. I have one more question. 

Who is running these ships now? Is it the Central Agency that 
is operating the ships? 

Mr. Conway. No; it is these companies here which I mentioned. 

Mr. Zetenko. Is it the Central Steamship Agency ¢ 

Mr. Conway. The Central has nothing to do with running these 
ships. 

Mr. Zetenko. They share offices with you, do they not ? 

Mr. Conway. They have offices on the same floor. 

Mr. Zetenko. They share rent with you, do they ? 

Mr. Conway. Well, the American company rents the entire floor, 
but for the space that the foreign corporation uses they reimburse 
the American company, because you have to remember, Mr. Zelenko, 
that this whole thing was at one time under one head. 

Mr. Zetenxo. Who was the head? What was his name? 

Just a minute. You said it was under some head. Who was the 
head ¢ 

Mr. Conway. Maybe that was not a correct statement. 

Mr. Zetenxo. What was incorrect about your statement ? 
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Mr. Conway. What I mean was that you had the whole thing there 
together, and I don’t know, frankly, w ho was the head of the American 
companies. I think there were 2 or 3 different people. 

Mr. ZeELENKO. Just a minute. 

Captain Conway, you have just finished telling this committee that 
at one time all of these companies were under one head. Did you 
say that, sir? 

Mr. Conway. As I understand it. I mean that Mr. Onassis was 
supposed to have owned 49 percent or something like that, and these 
other people 51 percent. 

Mr. ZeLenko. Just a minute, Captain Conway. I want to see if I 
understood you. You just told us that at one time all of these com- 
panies, the American and the others, were under one head. Was that 
your fo mnt Did you say that? 

Mr. Conway. Yes; I said it. 

Mr. Zetenko. Now, | asked you who was the head. 

Mr. Conway. Frankly, I don’t know, and I probably shouldn’t have 
said it. 

Mr. ZeteENKO. Why should you not have said it ? 

Mr. Conway. Because I don’t know, frankly. 

Mr. ZeLtenKko. What was your understanding as to who was the 
head ¢ 

Mr. Conway. I don’t know, because I had no relation. 

Mr. ZeLeNKO. Then why did you tell the committee just now that it 
was all under one head ? 

Mr. Conway. As I remember, the whole thing was up there on 
one floor. 

Mr. ZeLenko. You used the expression “It was under one head.” I 
wish to pursue that, sir. Who was the head? I want you to tell me, 
sir. 

Mr. GARMATZ. He said he does not know. 

Mr. ZetenKo. I do not care what he said. 

The CuHarrman. Let us have a little order, now. 

You made the statement, sir, that these were all under one head. 
I listened while you made that statement. Now tell me, then, who 
was the head. 

Mr. Conway. It was a careless statement, Mr. Chairman. 

The Cuarrman. I do not want any careless testimony here or I will 
have to put everybody under oath when testifying. I can put you 
under oath, you understand ? 

Mr. Conway. That is all right. 

The CuatrmMAn. Who was the head that you knew to be the head ? 

Mr. Conway. Well, I don’t know. AI1I know, of course, is that they 
called it the Onassis companies at one time. That is all I know, from 
what I read. That was the reason I made that statement. Of course, 
it was not a proper statement. 

Mr. ZeLeEnKO. Mr. Chairman, may I ask that the witness be put un- 
der oath? 

The CuarrmMan. I hope that the committee will bear with me. It 
certainly takes up a great deal of my time to preside over these meet- 
ings. I want to be fair to the witnesses and I want to protect the 
witnesses. I want to be fair to each individual member of this com- 
inittee. We are going to have to complete these hearings. 
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The subject before the committee is germane to the scheduled hear- 
ings of the committee. That subject is, what is the policy of the 
Maritime Administration’s trade-out system, whether there is a policy, 
whether it is a uniform policy, or what it is. This transaction is ger- 
mane to the hearings that were scheduled. 

Mr. Rivers. A parliamentary inquiry, Mr. Chairman. 

The CHarrMan. Yes, sir. 

Mr. Rivers. I understood the witness, in response to your inquiry, 
to say who he thought was the head. I would like to ascertain from 
the Chair what the witness’ response was, because I understood him to 
say that he understood that the head to whom he referred was one 
Onassis. 

Mr. Totiterson. No; he said the Onassis Corp. 

Mr. Rivers. The Onassis Corp. It seems to me that that was an 
honest response, but it appears to me, although I may be wrong, that 
he said to whom he had made reference. 

Mr. Zevenko. I withdraw my motion for an oath. 

Mr. Boykin. Do you not have a written contract? Cannot every- 
body see it? 

The CHarrMAN. You have a copy. 

Mr. Conway. You have a copy of the trust agreement there, Mr. 
Boykin, and we have made full disclosure of this whole thing. There 
is no question about that. 

Mr. Boyxrn. It is all recorded? 

Mr. Conway. I mean you read the press, and that is all I knew 
before. 

The CHatrMan. Are there any questions before we dismiss this wit- 
ness ¢ 

Mr. ZELENKo. Yes. 

There was one-million-some-odd dollars supposedly put up to the 
Bethlehem Co. on this contract. Who put that up? 

Mr. Conway. That was put up by the Victory Carriers; in other 
words, the American companies. 

Mr. Zetenko. Was that out of their treasuries ? 

Mr. Conway. Yes, sir. 

Mr. ZeLeNnKo. I see. Let me ask you this: 

The officers of the Onassis interests, the Onassis foreign compa- 
nies, and the officers of these American companies, are in one suite, are 
they not, the Central Agency ? 

Mr. Conway. You mean on one floor. 

Mr. ZeLenKo. On one floor; yes. 

Mr. Conway. Yes. 

Mr. Zetenko. Well, it isthe same group of offices, is it ‘y> y 

Mr. Conway. No. There is a division, Mr. Zelenko, between the 
American side and the foreign side. 

Mr. Zetenko, Is there a partition or a wall? 

Mr. Conway. There are separate entrances and everything. 

Mr. ZeLenxo. You share the rent, do you not? 

Mr. Conway. The American corporation pays. They have the 
lease on the floor. Then the foreign corporation pays the American 
corporation for the space that they occupy. 

Mr. ZetenKo. I will be very brief and this will be the end of my 
inquiry right now along this line. I will make this very brief and 
see if this is so. 
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Did you not send a letter to the committee stating that there is not 
any accurate count kept, or any books kept, on the amount owed be- 
tween the American companies and the Onassis companies, as to the 
rent, or as to the transactions between them ? 

Mr. Conway. No. 

Mr. ZELENKO. Was anything like that sent, that you remember? 

Mr. Conway. No, sir. The statement we sent here was exactly what 
I said before, that the rent is paid by the foreign corporation to the 
American corporation in the exactly same amount per cubic feet of 
space as we pay for the lease. 

Mr. ZeLENKo. Will you bear with me for 1 minute, Mr. Chairman, 
and I will be through. 

The Cuarrman. Is it a letter addressed to the committee ? 

Mr. ZELENKO. Yes. 

The CuHatrMan. Does the staff have the letter ? 

Mr. ZELENKO. I have the letter. They just gave it to me. 

Mr. Conway. I think what you are probably referring to, Mr. 
Zelenko, is maybe between the American companies, from one Ameri- 

can company to the other. 

Mr. ZeLENKO. That is the thing about which I am talking. 

What does that mean ? 

Mr. Conway. It is between the 4 American companies. We do not, 
of course, keep that accurately between the 4 American companies be- 

cause, to us, it is all the same thing. 

Mr. ZeenKo. All of the 4 American companies are the same thing? 

Mr. Conway. Yes; owned by the same people. 

Mr. ZeLtenKo. And you do not keep any accurate bookkeeping be- 
tween any of the companies, Victory Carriers, United States Petro- 
leum, Western ? 

Mr. Conway. We keep it fairly accurate, but some small things you 
do not bother with. It is aJl in the same pot. 

Mr. CunnineHam. It has to do with the allocation of expenses be- 
tween them. 

The Cuatrman. Mr. Tollefson. 

Mr. Boykin. Could I ask Mr. Tollefson to yield ? 

Why can we not get the contract here and read it? That will tel! 
us the facts. Then we will not have to take up all of this time. 

The Cuarrman. The contract has been distributed and the trust 
agreement has been distributed. If the members want to ask questions 
about it, I do think that they have the right to do so. 

Mr. Boyxtn. I do also. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. I have some points which I want cleared up in my 
own mind. 

Going back to this Government insurance, you said yesterday that 
you had not applied for a Government-insured loan. 

Mr. Conway. That is true. 

Mr. Totierson. If you do apply, you can get a Government-in- 
sured loan of 75 percent; is that correct ? 

Mr. Conway. Yes; it is 8714 percent. 

Mr. Totterson. You can qualify for 8714 percent. That is the 
point which I wished to ask. 
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Mr. Conway. May I put it this way: that during the construction 
period for ships valued at $51,300,000, we would have to have some- 
thing like $21 million in order to comply. 

Mr. Totterson. In any event, you would not get 100 percent on 100 
percent of the value of the ships. 

Mr. Conway. No; and you have to pay it, too. 

Mr. Touierson. I understand further that the trustee owns 75 per- 
cent of the Victory Carriers, and also 75 percent of the Liberian cor- 
poration. 

Mr. Conway. It owns 75 percent of the Victory Carriers and will 
own 75 percent of the Liberian corporation. 

Mr. Toitierson. That is pursuant to the agreement and understand- 
ing ¢ 

Mr. Conway. That is true. 

Mr. Totierson. Who made the decision to form the Liberian cor- 
poration, if you know ¢ 

Mr. Conway. Our present board, but, of course, that is also in 
the trust agreement that that should be done. 

The CHarrMan. Let me interrupt. 

It is not in the trust agreement that it shall be done, but that it 
could be done. 

Mr. Conway. It is in the trust agreement that the stock has to be 
owned 75 percent by the trustee for the children. 

The CuHarrman. [f it is done. 

Mr. Conway. That is true. 

The CuarrMan. I wanted to keep the record clear. 

Mr. Totierson. Going one step further then, was it contemplated 
that it would be done ¢ 

Mr. Conway. Absolutely. 

Mr. Toiterson. On the matter of depreciation, you have been in 
the shipping business for some time. Can you tell me what the 
normal procedure is with respect to carrying the value of the ship 
or ships owned by a corporation with respect to depreciating it on 
the books ? 

Mr. Conway. Well, you have to carry it as depreciated value. 

Mr. Totierson. In other words, each year it depreciates. 

Mr. Conway. Well, the life of the tanker is 20 years. 

Mr. Totierson. So that it is 5 percent a year. That is normal, 
is it 

Mr. Conway. Yes, sir 

Mr. Totierson. These ships were originally bought in 1948, were 
they not? 

Mr. Conway. No, the T-2’s were, I think, built in 1948 or 1944, 
about that time. 

Mr. To.tierson. I mean they were purchased from the Government 
in 1948, were they not? 

Mr. Conway. Yes. No; they were purchased earlier, were they 
not? I would imagine it would have been around about 1946, prob- 
ably. 

Mr. Totterson. Whatever the year was, they have depreciated at 
the rate of 5 percent a year actually from the time of their construe- 
tion, have they not / 

Mr. Conway. That is true. 
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Mr. Totierson. So that if the Onassis corporations, whatever their 
names, held these vessels for 7 or 8 years or 6 or 7 years, whatever 
it is, they depreciated about one- third and that would account for 
the $400,000 differential between the purchase price and the $900,000. 

Mr. Conway. Yes. 

Mr. Totierson. That is a regular depreciation on the books, is it 
not ¢ 

Mr. Conway. Yes. 

Mr. SantanceLo. Mr. Tollefson, will you yield for a moment? 

Mr. TotueFson. Yes. 

Mr. Santrancero. The Onassis group of Petroleum Carriers did 
not buy those ships in 1948. They bought them in 1956, is that cor- 
rect? Those tankers listed in the trust agreement were not pur- 
chased in 1948, were they 4 

Mr. Conway. I think they were purchased before 1948. 

Mr. SantanGe.o. They were purchased by whom in 1948? 

Mr. Conway. By those companies. 

Mr. Sanrancevo. For the $1,350,000. I am trying to get to the 
point that you made about the depreciation to the adjusted cost. The 
adjusted cost of $1,250,000 is a figure of 1956 and I think he is wrong 
in that respect, in your answer. That is why I want to clarify the 
point. 

Mr. Conway. The statement we filed with Maritime indicates that 
8 were purchased in 1948. 

Mr. SanTANGELO. By whom ? 

Mr. Conway. Well, 6 were purchased by the United States Petro- 
leum Carriers, 2 by the Western Tankers, and then there were 2 Lib- 
ertys purchased by the Victory Carriers in 1951. There is 1 pur- 
chased by Western in 1949, 1 in 1950, and 2 by Trafalgar in 1950. 
That will all be in that paper that we submitted for the record. 

Mr. SantTanceLo. We are talking about the 14 ships which are 
agreed to be traded out. 

Mr. Conway. That is what I am talking about. These dates will 
be in the list we are submitting for the record. 

Mr. SantanceLo. Were those previously owned by the Onassis out- 
fit ? 

Mr. Conway. No; these were purchased by the Onassis outfit if 
that is what we want to call it. Here is a list that shows the pur- 
chases. The first six in 1948 were purchased from the United States 
Maritime Administration. The two Libertys were purchased from 
the Maritime Administration by the Victory Carriers. The two 
T-2’s were purchased by Western Tankers from the Maritime. 

Mr. Santrancero. When was that ? 

Mr. Conway. That was in 1948. 

Now the Olympic Games were purchased from the Olympic Oil 
Lines in 1950. A T-2 was purchased from the Union Sulphur in 
1949, and two of the T-2’s were purchased by Trafalgar. 

Mr. Sanrancero. Excuse me, Mr. Conway. I do not think I want 
to belabor the point. 

You made a point, Mr. Tollefson, that these had a purchase price 
of $1,350,000. 

Mr. Totierson. I was taking Mr. Zelenko’s figure. 

Mr. ZeLtENKo. We do not want to belabor that. 





312 STUDY OF VESSEL TRANSFERS 


The Cuatrman. The table has been put in the record. The history 
of the disposition of these ships by Maritime has been made a part 
of the record. 

Mr. Totierson. The purpose of my questioning was to clear that 
point in my own mind. It was my understanding that a number of 
these ships were purchased in 1948 and those purchases were what 
gave rise to the Government’s action in the original instance, but the 
depreciation was the normal depreciation practice followed by ship 
operating companies. 

Mr. Conway. That is right. 

Mr. Totierson. That is all, Mr. Chairman. 

The CuatrMan. Are there any further questions? 

Mr. Drewry. I have one more question, Mr. Chairman. 

Captain Conway, in the course of the testimony it has come out 
that Ariona is owed close to $5 million by these various companies. 

Mr. Conway. That is true. I think it is Ariona and Olympia. 
That is true. 

Mr. Drewry. The list which was sent to the committee indicates 
that there are loans totaling $2,630,000; interest, $273,000; Ariona 
on account of Olympic trade-in, $916,703; and Trans Atlantic charter 
cancellation, $875,000, which adds to $4,694,700. When all of this is 
finished, who pays back Ariona? 

Mr. Conway. Weil, frankly, we have not given any consideration 
to that because I think, as we have testified yesterday, in the settle- 
ment agreement it was understood that this loan would not be paid 
back for the next 10 years and anything that far away we have not 
considered. 

Mr. Drewry. It is an obligation. 

Mr. Conway. Yes; it is an obligation. 

Mr. Drewry. As far as paying it back for the next 10 years, is 
that an understanding ? 

Mr. Conway. That was in the settlement agreement, as I under- 
stand, with the Department of Justice. 

Mr. Cunnincuam. That was a condition they imposed that the 
foreign corporations could not demand payment of any part of that 
indebtedness for a period of 10 years. 

Mr. Drewry. They cannot demand it. 

Mr. Zincke calls my attention to the fact that it cannot be de- 
manded unless USP working capital goes above a million dollars. 

Mr. CunnincHam. Yes. Those were the conditions laid down 
by Mr. Burger in his letter of December 21, which I think has been 
referred to. 

Mr. Drewry. Just exactly what that is perhaps should be asked 
of another witness. I will explain why I asked the question. The 
assets of Victory Carriers consist of 7 Victory ships. The liabilities 
apparently consist of the $5 million, approximately, owed to Ariona, 
and a contingent liability of $8 million liquidated damages or penalty 
or whatever it is, in the event of default in carrying out the new 
building program. Ihave a question there as to whether that liability 
of $5 million _and the $8 million contingent liability are sufficiently 
offset by the 7 Victory ships which are getting along in years. 

Mr. Conway. Of course, Mr. Drewry, T think that , gets right back 
to our statement that we submitted to the Maritime advi ising them of 
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our anticipated earnings where you have to get right back to the 
earnings of the foreign corporation. 

Mr. Drewry. Those anticipated earnings are based on an under- 
standing and not a contract, I believe you said. 

Mr. Conway. No, but those earnings we have given to the Maritime, 
and they know all about the obligations of this amount of money to the 
foreign corporation. 

Mr. Drewry. There is no contract, but you have disclosed the entire 
proceeding ¢ 

Mr. Conway. Absolutely. 

Mr. Drewry. And the way it would work out would be by the grace 
of Grace. 

The Cuarrman. Mr. Allen. 

Mr. ALLEN. Captain Conway, you referred to the decision to form 
this Liberian corporation as having been made by the board of di- 
rectors. Who either actually made the original decision or advised 
that it be done that way? 

Mr. CunninGHAM. May I answer that? 

Mr. Auuen. Yes. 

Mr. CunnINGHAM. You will recall that this morning I read into 
the record the plan for the corporate proceedings in connection with 
the trade out, and one of those steps was the organization of the Li- 
berian corporation. I think that Captain Conway misstated it. Ac- 
tually, the trustee took the step to cause the Liberian corporation to 
be formed and I, acting on behalf of the trustee, prepared the docu- 
ments. 

Mr. Auten. As a preliminary question, I am trying to find the 
brains that decided it was going to be Liberia, not Delaware or Pan- 
ama or some other place. Who was the man that outlined the plan? 

Mr. CunnincHaM. The entire plan, you mean ? 

Mr. Auten. The particular decision that there should be a foreign 
corporation to take over the title and operation of these ships. 

Mr. CunnineHam. Well, a particularly man. That was inherent 
in the concept of the trade-out-and-build program. It was always 
contemplated that there would be an organization of the foreign cor- 
poration to which the ships would be transferred. 

Mr. Auten. Did that come in the dealings between the Onassis in- 
terests and the Department of Justice? Is that where the thought 
originated ? 

Mr. Cunninauam. That I cannot answer, as to just where the germ 
started. I really do not know. 

Mr. Auten. I would take it that whoever started the thought would 
be the man who would know the advantages of such a plan. What I 
would like to get is the advantages of the operation under the Liberian 
corporation as against the operation otherwise. 

Mr. CunnineHam. You do not mean by Liberia as distinguished 
from Panama or any other foreign one, do you? 

Mr. Auten. Yes; I do. 

Mr. Cunnincuam. That I think I could answer. I think that per- 
haps Liberia has become more or less the popular one in recent years, 
frankly, because of two things: All of their documents and their laws 
are in English. When you prepare documents you can prepare them 
in English. You do not run into the problems of transfers into Span- 
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ishand soon. That isa practical problem. Furthermore, Liberia has 
a very active office in New York City where documents, bills of sale, 
mortgages and whatnot may be recorded, and that is a decided practi- 
cal advantage from the legal profession’s point of view, and I think 
that is essentially why Liberia has become more or less the favorite one 
as distinguished in the earlier days from Panama being the favorite. 

Mr. Auten. In other words, without going to Liberia, a group of 
Americans can subject themselves to Liberian law, all within the 
United States ? 

Mr. CunnincHaAm. Admiralty law; yes. 

Mr. Autuen. Are there any tax advantages to being under the Li- 
berian flag ? 

Mr. CunninGHAm. As compared with Panama or some other foreign 
country ¢ 

Mr. AuuLEen. Yes. 

Mr. Cunnincuam. No; I would not say as between Liberia and 
Panama; no. I want to be candid with you to say that there are tax 
advantages if the vessels may be operated under a foreign flag. 

Mr. AuieN. Does the Liberian corporation subject itself ) any 
Liberian tax ? 

Mr. CuNNINGHAM. No. 

Mr. Auten. The total investment in Liberia is the filing fees or 
something of that sort? 

Mr. CunnINGHAM. There are annual tonnage taxes, the amounts of 
which I do not recall at the moment. 

Mr. Aten. I leave that subject and go on to another about which 
I would like to know a little. The Onassis interests, directly or in- 
directly, hold 25 percent of the stock, and the control that goes with 
stockownership in the Victory corporation, the Liberian corporation 
ultimately, and in the trust; is that right ¢ 

Mr. CUNNINGHAM. Well, at the present time, and I once again have 
to use the word “Ariona” because the rest of it is hearsay, Ariona holds 
25 percent stock interest in these American corporations. Ariona will 
also, if this proposed plan goes through, hold a corresponding 25-per- 
cent interest in the new Liberian corporation. 

Mr. Auten. In the actual management direction of the current 
operations of the ships, does Ariona take any controlling part ‘ 

Mr. Conway. No, sir. 

Mr. Auuen. As distinguished from the right of the directors to hold 
against them, nevertheless, is the advice of Ariona given considera- 
tion and usually followed ¢ 

Mr. Conway. Ariona has one representative on the board. 

Mr. Atien. Are all matters that the board decides found to be in 
compliance with his wishes, or contrary to them ? 

Mr. Conway. No: the officers, of course, run the company and the 
board meets once a month; but certainly Ariona has nothing what- 
soever to do with running the companies. 

Mr. ZeLtenko. Will the gentleman yield for a moment ? 

Mr. Auten. I would like to pursue this just a little bit. 

What I am trying to get at is whether this operation, under the 
trust, of the ships that are involved in the trust is actually a part of 
a worldwide transportation system of much larger extent, or whether 
it is substantially separate, and even competing with the other in- 
terests that Onassis is supposed to have? 
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Mr. Conway. Yes, it is separate and distinct. 

Mr. ALLEN. Does it compete, or do the interests lie along the same 
lines ¢ 

Mr. Conway. It only competes to such extent that you compete in 
the world market. 

Mr. ZELENKO. Mr. Chairman, I have just one question. 

Is it not a fact that, under the terms of the trust agreement, the 
amount that the rusee ges paid depends on an agreemen between the 
trustee and Mr. Onassis after the first year 

In other words, the trustee is supposed to get $50,000 a year at least, 
but, if the trustee wants more, they have to take that up wih Mr. 
Onassis, and then he decides how much they get; is that not in the 
trust agreement / 

Mr. Cunnincuam. There is no such provision in the trust agree- 
ment. 

I would like to get the letter out. We are willing to be bound by 
whatever the letter agreement says. Please let me get it out. 

Mr. Zetenko. Now, Mr. Cunningham—— 

The CHAmman. Let the witness answer. 

Mr. ZeLenko. I agree with the witness that the trust agreement 
does not specify, but the trust agreement says that the compensation 
of the trustee depends on a certain agreement which is not set out in 
the trust: is that right, Mr. Cunningham ? 

Mr. CunntnGHAM. That is right. 

Mr. ZeLENKo. Will you tell us what the agreement is for the pay- 
ment of the trustee by this separate agreement which is not mentioned 
in the trust ¢ 

Mr. Cunntncrram. But which we have submitted to this committee. 

Mr. ZeLtenKo. Will you tell us what it is? 

The Cramman. Has this question been put in the record before? 

Mr. Zetenko. No, Mr. Chairman; it has not. 

Mr. Cunnincuam. The letter which has been submitted provides 
that, with respect to the first year, the compensation would be— 
$75,000, payable quarterly in advance, and such additional compensation, if any, 
for such first year, not exceeding $25,000 as the undersigned— 
who, in fairness to you, is Mr. Onassis— 

* * * may determine to be fair and reasonable. 

Mr. Ze1renKo. That is for the first year. The trustee is entitled to 
get up to $75,000. 

Mr. Cconninenam. That is right. That is definite. 

Mr. ZerenKo. But the difference between $50,000 and $75,000 is 
to be determined by Mr. Onassis? 

Mr. Cunninonam. That is right. 

Mr. ZetenKo. That is for the first year. Therefore, he sets that— 
as to whether they get an additional $25,000 or not ? 

Mr. Cunntnouam. That is right. 

Mr. ZetenKo. Now tell us what happens after the first year. 

Mr. CuNNINGHAM (reading) : 

The annual compensation to which the trustee shall be entitled for its services 
during each year of administration of the trust subsequent to the first year shall 
be not less than $50,000 per annum, and any amount payable in excess thereof 


shall be mutually determined by the undersigned and the trustee at least 30 
days prior to the end of the preceding year. 
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Mr. ZetenKko. Who is the undersigned ? 

Mr. Cunnincuam. The undersigned is Mr. Onassis, but it has to be 
in that case by mutual agreement. 

Mr. Zetenxo. In other words, if the trustee wants more money, he 
has to agree with Onassis as to how much more he gets? 

Mr. Cunnineuam. That is right, because Mr. Onassis is the grantor 
of the trust. 

Mr. ZeLenko. So that it really is up to Mr. Onassis as to how much 
more the trustee gets because, if he does not agree to any more, the 
trustee does not get any more; is that right? 

Mr. CUNNINGHAM. That is correct. 

Mr. ZetenxKo. But if he agrees to pay the trustee any sum over 
$50,000, then the trustee gets it? 

Mr. Cunninouam. That is right. 

Mr. ZetenxKo. Ina way, Mr. Onassis determines the compensation of 
the trustee; does he not? 

Mr. CunnINGHAM. That is right in a way; yes. 

The Cuarrman. Is that agreement in addition to the trusteeship ? 

Mr. CUNNINGHAM. Yes. 

The Cuatrman. Has this document been submitted for the record ? 

Mr. ZetenKo. No, Mr. Chairman. 

May I tell the chairman that the trust agreement itself just says that 
the compensation of the trustee shall be determined in accordance with 
an agreement between Onassis and the trustee, but it does not set forth 
the terms. This document which is not set out in the trust agreement 
sets out the terms. However, it is not mentioned in the trust agree- 
ment. 

The Cuarmman. Who is the trustee? 

Mr. Cunnincuam. The trustee is the Grace National Bank of New 
York. 

The Cuatrman. And this compensation shall be fixed on an agree- 
ment between the Grace Bank and Mr. Onassis? 

Mr. Cunninenam. And the grantor, who was Mr. Onassis. 

The Cuatrman. Will you put that letter i in the record at this time? 

(The letter referred to follows :) 

AveustT 10, 1956. 
GRACE NATIONAL BANK OF NEW YORK, 
7 Hanover Square, New York, N. Y 

Dear Sirs: Reference is made to the trust agreement, of even date herewith, 
made by and between the undersigned, as grantor, and Grace National Bank of 
New York, as trustee, and particularly to article eleventh thereof relating to the 
compensation of your bank for its services as trustee and the matter of its reim- 


bursement for counsel fees and disbursements incurred in connection with its 
administration of the trust. 

1. AS annual compensation for its services during the first year of the trust 
administration, the trustee shall be entitled to receive a fee of $75,000, payable 
quarterly in advance, and such additional compensation, if any, for such first 
year, not exceeding $25,000, as the undersigned, at the end of such year, may 
determine to be fair and reasonable. 

2. Such first year’s annual compensation shall be deemed to include reimburse- 
ment to the trustee for counsel fees which have been incurred by the trustee to 
and including the date of this letter, any additional counsel fees which may be 
incurred by the trustee during such first year in connection with any applications 
under article fifteenth of the trust agreement, and any further counsel fees which 
may be incurred by the trustee during such first year, other than (a) for judicial 
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accounting, or (0) in connection with litigation relating to the trust agreement or 
the trust property, in which the trustee in its fiduciary capacity or otherwise is a 
party, which is not based upon any act or omission of the trustee attributable to 
gross neglect or willful malfeasance. 

3. During such first year of the trustee’s administration of the trust, the 
trustee shall be entitled to receive, in addition to the annual compensation 
and/or final compensation herein described, reimbursement for any counsel fees 
which may be incurred by it for (a) judicial accounting, or (b) in connection 
with litigation relating to the trust agreement or the trust property, in which the 
trustee in its fiduciary capacity or otherwise is a party, which is not based upon 
any act or omission of the trustee attributable to gross neglect or willful malfea- 
sance. 

4. The annual compensation to which the trustee shall be entitled for its 
services during each year of administration of the trust subsequent to the first 
year shall be not Jess than $50,000 per annum, and any amount payable in 
excess thereof shall be mutually determined by the undersigned and the trustee 
at least 30 days prior to the end of the preceding year. 

5. During each year of the trustee’s administration of the trust subsequent 
to the first year, the trustee shall be entitled to receive, in addition to the annual 
compensation and/or final compensation herein described, reimbursement for 
any counsel fees which may be incurred by it in connection with the trust agree- 
ment or the trust property, except as to such counsel fees as relate to litigation 
in which the trustee in its fiduciary capacity or otherwise is a party which is 
based upon acts or omissions of the trustee attributable to gross neglect or willful 
malfeasance. 

6. If, during its administration of the trust, the trustee resigns of its own 
volition and not at the request of the undersigned, or resigns, whether pursuant 
to the request of the undersigned or otherwise, because of failure to obtain 
waivers, approvals, consents, permissions or rulings as referred to in article 15 
of the trust agreement, the trustee shall be entitled to receive the then current 
year’s annual compensation, prorated on an annual basis to the date of such 
resignation, but shall not be entitled to receive any special commission, (here- 
inafter called final compensation), in addition thereto. 

7. Upon the trustee ceasing to be the trustee of the trust, whether by reason 
of termination or otherwise, for any reason other than as set forth in the next 
preceding paragraph hereof, the trustee shall be entitled to receive, in addition 
to the then current year’s annual compensation prorated as aforesaid, final 
compensation computed on the following basis: 

(a) If such event occur during the first year of the trustee’s administration of 
the trust, such final compensation shall be payable to the trustee in the amount 
of $40,000. 

(b) If such event occur during the second year of the trustee’s administration 
of the trust, such final compensation shall be payable to the trustee in the amount 
of $30.000. 

(c) If such event occur during the third year of the trustee’s administration 
of tne trust, such final compensat.on shall be payable to the trustee in the amount 
of $23,000. 

(d) If such event occur during the fourth year of the trustee’s administra- 
tion of the trust, or during any year of its administration thereafter, such final 
compensation shall be payable to the trustee in the amount of $20,000. 

8. The trustee shall be entitled to receive, throughout its administration of 
the trust, in addition to the annual compensation and/or final compensation 
and/or reimbursement for its counsel fees as heretofore provided, all other 
reasonable disbursements and those of its agents made or incurred in the per- 
formance of its obligations contained in the trust agreement. 

If the foregoing proposal meet with your approval, will you kindly so indi- 
cate by signing the acceptance at the foot of the enclosed copy of this letter 
and delivering it to us, and thereupon this letter will constitute a binding agree- 
ment between us, 

Very truly yours, 
ARISTOTELES S. ONASSIS. 

Accepted : 

GRACE NATIONAL BANK OF NEW YORK, 
By E. TInstry Ray, 
Vice President and Trust Officer. 
90577—57—pt. 1——-21 
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AveustT 10, 1956. 
Mr. ArisToTreres 8S. ONASSIS, 
No. 17 Avenue de Monte Carlo, 
Wonaco. 

Dear Mr. Onassis: Referring to the trust agreement to be entered into be- 
tween us on this date, and in consideration of your signing and delivering the 
same, please be advised that if, under article 15 thereof, Grace Line Ine, is un- 
able to obtain any of the waivers, approvals, consents, permissions, or rulings 
referred to in said article 15 within 60 days after the application therefor, or 
within such longer period as may be agreed upon between us, we will promptly 
resign as trustee of the trust created by suid trust agreement, provided, how- 
ever, that we shall so resign only if you have first selected a successor trustee 
willing to act and which has either been approved by the Department of Justice 
or which qualifies under the provisions of article 10 of said trust agreement with 
respect to a successor trustee as to citizenship and combined capital and surplus, 


Very truly yours, 
Grace NATIONAL BANK OF NEW YOrK, 

By E. TINSLEY Ray, 
Vice President and Trust Officer. 


Attest: 
E. L. HALTERMANN, 


Cashier. 


Mr. Cunnincuam. I am not trying to take advantage of this, but 
I think, in fairness to the trustee, that it should be said that at the time 
that it took on this job it did not know how much work was going to be 
involved, and therefore it was difficult to fix once and for all a set fee. 
I am not trying, Mr. Zelenko, to volunteer on something like this, but 
I think in fairness to the bank that that is necessary to - submit. 

Mr. ZeLenko. As a matter of fact, the trustee has already received 
direct compensation from Mr. Onassis in person, has it not, in the 
sum of $18,000? 

Mr. CunnincHAM. I do not recall the first payment specifically as 
to whose check it was. 

Mr. ZeELENKO. But it was from Mr. Onassis? 

Mr. Cunninouam. I should certainly suppose that it was because 
there was nothing in the trust out of which the ¢ ompensation could be 
paid, and that was anticipated and provided for in the trust. 

Mr. Santance.o. Will the gentleman yield ¢ 

Mr. ZeELENKO. I yield. 

Mr. SantanceLo. When we say “Onassis” in this particular instance, 
we are not talking about any corporation controlled by Onassis, but 
Onassis personally ¢ 

Mr. CunNINGHAM. You are talking about the grantor of a trust, 
which trust was set up in accordance with arr angements made with 
the Justice Department. 

Mr. Sanranceto. Mr. Cunningham, the question, which I think you 

‘an answer yes or no, was, was it a personal agreement on his part to 
pay the compensation to the trustees personally, o r was he going to 
pay it as part of a corporation ? 

Mr. Cunnrnouam. It was a personal agreement. I said as grantor 
of the trust. 

Mr. Sanrancevo. And the compensation that the trustee was to re- 
ceive was to be paid by Mr. Onassis personally in accordance with the 
agreement, a copy of which I hold in my hand, dated August 10, 1956? 

“Mr. Cunnineuam. If there was no cash in the trust, Mr. Onassis 
undertook to pay it. He also had the right to be reimbursed by the 
trust for making those advances, in the event the trust had cash. 
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Mr. ZELENKO. However, outside of advancing moneys which they 
a need, in part their compensation depends on Onassis’ willing- 
ness to pay ? 

Mr. Cunnincuam. Allright. Yes; that is correct. 

Mr. ZetenKo. What Mr. Santange lo meant was his willingness in 
person. He was the one that made the agreement; not a corporation, 
not an interest, but Onassis in person ¢ 

Mr. Cunnincuam. The trust agreement obviously was with Mr. 
Onassis. 

Mr. SANTANGELO. I was trying to make it clear. 

The Cuarrman. Allright. That clears up that situation. 

Mr. Tollefson. 

Mr. Tortterson, Is the trustee satisfied with that arrangement as 
to the compensation agreement ¢ 

Mr. CUNNINGHAM. I assume it is. Frankly, I do not know. 

Mr. Totterson. They signed the agreement. 

Mr. Cunninouam. I thought you meant are they presently satisfied 
that the rate of compensation they are getting is sufficient. 

Mr. Touirrson. I am asking you whether they were satisfied with 
the agreement. 

Mr. CunNINGHAM. Certainly. 

Mr. 'To.tterson. ‘They must have been. They signed it. 

I have one question, prompted by some questions by Mr. Allen. 

If there is a tax advantage to the Liberian corporation because it is 
a foreign corporation, that tax advantage redounds to the benefit of 
the trustee, does it not? The more money they make down in Liberia 
just because they do not have to pay more taxes means more income for 
the trustee, does it not ? 

Mr. Conway. And, in turn, more money to pay for the new build- 
ings. 

Mr. Toutierson. That is all, Mr. Chairman. 

The CHairMan. It is close to 12 o'clock, when the House meets. In 
accordance with the arrangement to defer hearing other witnesses, 
the committee will adjourn until 10 o’clock tomorrow morning, when 
we will hear Mr. Broun as the first witness. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
10 a. m., Thursday, April 4, 1957.) 
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Houses or REPRESENTATIVES, 
CoMMITTEE ON Mercuant Martine AND FISHERIES, 


Washington, D. C. 


The committee met at 10 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The Cuatrman. The committee will come to order. 

The witness this morning is Mr. Creon Broun. 


STATEMENT OF CREON BROUN, STEAMSHIP AGENT, 
NEW YORK, N. Y. 


The Cuamman. Mr. Broun, will you give your full name to the 
reporter ¢ 

Mr. Broun. Creon Broun. 

The Cuarrman. What is your occupation, Mr. Broun? 

Mr. Broun. Steamship agent. 

The Cuairman. How long have you been in this business? 

Mr. Broun. 11 years. 

The CHartrMAn. In what business were you prior to that ? 

Mr. Broun. Import-export business. 

The Cuatrman. Your native home is where? 

Mr. Broun. Canada. I was born in Edmonton, Alberta, Canada. 

The Caatrman. How long have you been in the States? 

Mr. Broun. From February 1942. 

Mr. Zetenko. Mr. Chairman. 

The Cuatrman. Yes, Mr. Zelenko. 

Mr. ZeLtenko. Mr. Broun, who is your employer ? 

Mr. Broun. Central American Steamship Agency, Inc. 

Mr. ZetenKo. Who is the owner of that company ’ 

Mr. Broun. There are three stockholders, Mr. Nicolas Cokkinis, 
who is the major stockholder, Mr. Charles Augenthaler, and Mr. 
George Coutsouvelis. 

Mr. Zetenxo. Is Mr. Onassis connected with that compan 

Mr. Broun. No; the only thing is that we represent some ips that 
belong to various comp: :nies in which Mr. Onassis has interests. 

Mr. Zrtenko. You say that Mr. Onassis has no connection with the 
Central American Steamship Agency; none whatsoever ? 

Mr. Broun. No; none whatsoever and, as a matter of fact, we rep- 
resent other shipowners besides Mr. Onassis. 
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Mr. ZeLtenko. Are your offices in the same suite of offices that United 
States Petroleum Carriers, Western Tankers, and Victory Carriers 
occupy ? 

Mr. Broun. Let me clarify. If you say “suite” and “floor” it is a 
different thing. They are on the same floor, different entrances, 
different switchboards and ev erything except that they are on the 
same floor. 

Mr. Zetenxo. Who is your direct employer in the company ? 

Mr. Broun. You mean who are the higher officers? Is that what 
you mean? 

Mr. ZeLENKO. Yes; who is your boss? 

Mr. Broun. Mr. Nicolas Cokkinis, the chairman of the board, 
who is the highest executive officer. 

Mr. Zevenxo. What are your duties there / 

Mr. Broun. I am the vice president, sir. 

Mr. Ze.enko. Did you ever own any stock in the United States 
Petroleum Carriers? 

Mr. Broun. No, but if you are referring now to the stock that was 
transferred or prior to that—— 

Mr. ZeLenKo. Well, I am asking you whether at any time at all 
you ever owned any stock in the United States Petroleum Carriers, 
Inc. I said at any time. 

Mr. Broun. At any time. I will answer you this: That our 
counsel had requested me for a short period to be holding stock of 
United States Petroleum Carriers by the letter that the Department 
cf Justice of March 20 agreed upon to be given to an American citizen 
to hold until a trustee will be set up and then make the distribution. 
That means 75 percent to the future trustee and 25 percent to the 
Ariona company. 

Mr. Drewry. May I interrupt? 

Mr. ZeLenKO. Yes. 

Mr. Drewry. When you say “our counsel,” whom do you mean? 

Mr. Broun. Mr. Bailen. 

Mr. Drewry. He is counsel for whom ? 

Mr. Broun. Central American Stee mmship Agency. 

Mr. ZerenKo. If you can by a “yes” or “no” answer, tell me, was 
there any time at all up to the present in which you owned stock of 
the United States Petroleum Carriers, Inc. ? 

Mr. Broun. I had stock in my name with the definite understand- 
ing that I was holding for the setup of the trust. 

Mr. Dincetu. Would the gentleman yield ? 

Mr. Zevtenko. I yield. 

Mr. Drnceti. For whom did you say you held that stock? 

Mr. Broun. I held the stock from the lawyer that a trust will be 
set up. That is in accordance with the letter of the Department of 
Justice of March 20 which I read, the letter in which it said that 
that stock is going to be held for a short period, to be given to a trust 
for the children of Mr. Onassis. 

Mr. Drncett. What lawyer had you hold this stock’ 

Mr. Broun. Mr. Bailen was our counsel. 

Mr. Dinceti. He was the man? 

Mr. Broun. He was the lawyer. 

Mr. Dincetxi. He was the man who asked you to hold this stock! 
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Mr. Broun. That is right. 

Mr. Dincett. Who asked him to ask you? 

Mr. Broun. That I do not know. 

Mr. ZetenKko. Was he the lawyer for Mr. Onassis? 

Mr. Broun. That I would not be able to tell you. I always rely on 
Mr. Bailen who is our counsel and from past experience whatever 
he tells me to do I do because I know he knows his stuff. 

Mr. ZeLenKo. Do you know Mr. Onassis? 

Mr. Broun. Yes; I do. 

Mr. ZeLenko. For how many years have you known him? 

Mr. Broun. About 10 years. 

Mr. ZeLenKo. Did you ever work with him? 

Mr. Broun. Personally, no. 

Mr. ZeLteNKO. What do you mean? 

Mr. Broun. If you mean that I worked directly for him, no. I 
always worked for Central American who are the agents for the 
various ships. 

Mr. ZeELENKO. You say a Mr. Bailen, a lawyer for your company, 
came to you and asked you to take stock in the United States Petro- 
leum Carriers, Inc., in your name. 

Mr. Broun. That is right. 

Mr. Zecenxo. Did Mr. Bailen tell you whom he represented ? 

Mr. Broun. No. 

Mr. Zecenxko. Did he tell you that he was a lawyer for Mr. 
Onassis ? 

Mr. Broun. That I do not have to ask. 

Mr. ZeLenKo. I beg your pardon. Did you say you do not have 
to answer ? 

Mr. Broun. I say I do not have to ask him that. I did not say I 
do not have to answer. The reason is because Mr. Bailen is quite 
a known lawyer and I know him for years and I know his judgment 
so when he showed me the letter of the Justice Department that is 
perfectly all right. 

Mr. Zetenxo. Did the letters of the Justice Department mention 
your name? 

Mr. Broun. No; but they said an American citizen. 

Mr. Zetenxo. Did you say that the letters of the Department of 
Justice did not mention your name? 

Mr. Broun. Personally not at that time that it was given to me, 
but I understood from a conversation from him that he had arrange- 
ments with the Department of Justice, that he had talks and he 
submitted my name and it was acceptable to the Government. 

Mr. ZretenKo. Mr. Bailen told you that he had submitted your 
name to the Government ? 

Mr. Broun. Mr. Bailen had talks with the Department of Justice, 
I understand, in which he mentioned that he is going to give the stock 
to me. 

Mr. Zetenxo. Did Mr. Bailen tell you that he had talks with the 
United States Government in which he told the United States Govern- 
ment that he was going to give you the stock? Is that what you are 
telling us? 

Mr. Broun. That is right. 
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Mr. ZetenKo. When did you have this conversation with Mr. Bail- 
en? You do not have to give me the date. Tell me approximately 
when. 

Mr. Broun. I do not remember the date. 

Mr. ZeLtenKo. Where did you have the conversation with him? 

Mr. Broun. In our office, 655 Madison Avenue. 

Mr. ZetenKo. You say that Mr. Bailen came to you. 

Mr. Broun. Right. 

Mr. ZetenKxo. And he told you that he had had a conversation with 
the Government. 

Mr. Broun. Yes; I mean the Department of Justice. 

Mr. ZetenKko. With the Department of Justice. 

Mr. Broun. Perhaps most probably, or I do not know what other 
agency in which he clarified the position that I am going to hold the 
stock. 

Mr. ZectenKo. You had no business with the United States Govern- 
ment personally, did you? 

Mr. Broun. Of course not. 

Mr. ZeLtenKo. You had no business with the Department of Jus- 
tice, did you? 

Mr. Broun. Of course not. 

Mr. ZeLenxo. Here this lawyer came to you, your lawyer, and he 
said, “Mr. Broun 3 

Mr. Broun. Right. 

Mr. Zevtenxo. “I had a conversation with somebody in the De- 
partment of Justice and I mentioned your name and because of that 
conversation——” 

Mr. Broun. No, but besides that we have the letter. Do not forget 
I mentioned that to you before, the letter of the Department of Jus- 
tice of March 20. 

Mr. ZetenKo. But you had nothing to do with that letter person- 
ally, had you? 

Mr. Broun. Of course not, but it is logical when somebody dele- 
gates you to take stock I have to ask certain questions; do you not 
think so? 

Mr. ZeteNKo. Who delegated you to take stock? You say it is 
logical. 

Mr. Broun. He asked me to hold the stock—Mr. Bailen. 

Mr. Zerenxo. Just a moment. The letter of the Department of 
Justice had nothing to do with you? 

Mr. Broun. Of course not. 

Mr. ZeteNKO. Did you know what matter it had to do with? 

Mr. Broun. Yes, in general, yes. 

Mr. Zetenxo. What matter was it? 

Mr. Broun. We saw the newspapers. It was a known fact. 

Mr. ZreLtenKo. You mean that you only read in the newspapers what 
it was about? 

Mr. Broun. Not only the newspapers, but you could see it from 
his papers. It was quite complete. 

Mr. ZetenKo. You had, however, spoken to Mr. Onassis about this 
deal? 

Mr. Broun. Never, because he was in Europe, sir. 

Mr. ZetEnKo. When is the last time you saw Mr. Onassis? 
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Mr. Broun. In December of last year. 

Mr. Ze.enKo. Of 1956? 

Mr. Broun. Yes. 

Mr. ZeLenxo. In the United States? 

Mr. Broun. Yes. 

Mr. ZetenKxo. Where? 

Mr. Broun. In the office. 

Mr. ZetenxKo. He was up in your office? 

Mr. Broun. Right. 

Mr. ZetenKo. Do you know whether Mr. Onassis is in the United 
States now / 

Mr. Broun. If he was I would have seen him or heard. Usually 
it is in the newspapers when he arrives. 

Mr. Zetenxo. I want to ask this. You spoke of a letter of the De- 
partment of Justice. 

Mr. Broun. Yes, sir. 

Mr. Zetenxo. Did you see the letter ? 

Mr. Broun. Yes; I did. 

Mr. ZeELENKO. Who signed it? 

Mr. Broun. Mr. Colby, on behalf of Mr. Burger. 

Mr. ZeLtenxko. Mr. Colby ? Y 

Mr. Broun. Leavenworth Colby, I think, instead of Mr. Burger. 

Mr. Zetenko. Mr. Leavenworth Colby ? 

Mr. Broun. Right. 

Mr. Zetenxo. You say that that letter that you saw had instructed 
Mr. Bailen? 

Mr. Broun. No; it did not say Mr. Bailen. It did not say anything 
of that kind. 

Mr. ZeL_enKo. It instructed somebody to put the stock in your 
name ? 

Mr. Broun. No; I did not say that either. 

Mr. ZELENKO. What was it? 

Mr. Broun. It was that it defined that Mr. Onassis can buy the 
stock to himself and certain things are waived and that an American 
citizen can hold the stock in the interim until a trusteeship is ar- 
ranged. 

Mr. ZeLtenKo. That is what you understand to be the letter? 

Mr. Broun. That is right, because I do not read the letter every 
day. 

Mr. ZetenKo. There has been some testimony here and I want to 
give you a little background to help you. 

Mr. Broun. Let me explain this, sir. First of all, I did not read 
anything of this testimony before. 

Mr. ZeLenko. I understand. 

Mr. Broun. I can tell you that very well because perhaps I could be 
baffled by questions or everything else, but it is better to say whatever 
I know. I did not read anything at all. I want you to know that 
for the record. 

Mr. Zecenxo. I think you told us that when this lawyer came to 
you to go into this stock transaction the only thing you knew about 
it was what you had read in the papers. 

Mr. Broun. Yes. 
ani ZELENKO. You had not discussed it with anybody in your 
oliice 





326 STUDY OF VESSEL TRANSFERS 


Mr. Broun. About what ? 

Mr. ZetenKo. About this deal. 

Mr. Broun. About the stock ? 

Mr. ZELENKO. Yes. 

Mr. Broun. Yes. 

Mr. ZeLeNnKO. Only what you read in the papers? 

Mr. Broun. Everything that the lawyer told me to do in that 
particular thing about the stock. 

Mr. ZetenKo. Do you know whether this lawyer represents Mr. 
Onassis ? 

Mr. Broun. It could be. 

Mr. ZeLENKO. What? 

Mr. Broun. I say it could be. 1 am not so sure. It depends what 
you are meaning. 

Mr. Zetenxo. Did you ask the lawyer if he represented Mr. 
Onassis ? 

Mr. Broun. No; I did not ask. 

Mr. ZeLenKO. Do you know ? 

Mr. Brown. I gathered if he told me to do that for Mr. Onassis, let 
us assume that he knows what he is talking about. 

Mr. Zetenxo. Up to this minute, you do not know, to your own 
knowledge, whether this lawyer represents Mr. Onassis? 

Mr. Broun. In that particular thing, I assume that he did repre- 
sent Mr. Onassis. 

Mr. Zetenxo. You do not know of your own knowledge ? 

Mr. Broun. No, but the facts speak for themselves. He wouldn’t 
speak of something that he doesn’t represent as a lawyer. 

Mr. Zectenxo. As a result of the conversation, you became the 
owner of all of the stock of United States Petroleum Carriers, did you 
not ? 

Mr. Broun. Yes, but with the understanding that I am not really 
the stockholder, that I am holding just for accommodation. 

Mr. ZeLENKo. Now, who were the people who transferred all of the 
stock in this United States Petroleum Carrier to you? 

Mr. Broun. You mean the person / 

Mr. Zee omy Yes; whose stock did you acquire ? 

Mr. Broun. Can I refresh my memory a second ? 

Mr. Paetais Yes, sir. 

Mr. Broun. It was the stock that Ariona had. 

Mr. ZetenKxo. Who? 

Mr. Broun. Ariona. 

Mr. ZetenKo. Who is Ariona? 

Mr. Broun. It is a Panamanian company. 

Mr. ZeLtenxo. Who owns it ? 

Mr. Broun. It is a Panamanian company. 

Mr. Zerenko. Who owns Ariona? 

Mr. Broun. That I do not know. How would you know? 

Mr. Ze_enxKo. I beg your pardon. 

Mr. Broun. I said: Who will know who is the owner of Arizora? 

Mr. ZeLenkKo. Do you tell this committee now that you do not kn. .w 
who owns Ariona? 

Mr. Broun. No. 

Mr. ZetenKo. Do you do any work for Ariona? 
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Mr. Broun. We represent only 1 or 2 ships that they own; Ariona. 

Mr. ZetenKo. You say you do not know who runs Ariona? 

Mr. Broun. Who runs and who owns Ariona is a different thing. 

Mr. ZeLENKo. Tell me who owns Ariona and who runs Ariona. 

Mr. Broun. Ariona will be run by the officers and directors. 

Mr. ZeLENKO. Who are they ? 

Mr. Broun. That I did not know, because it was a Panamanian 
company. If I say I know, perleaps it is not the correct answer. For 
instance, I know that Mr. Konialidis was a director of Ariona, but 
that doesn’t mean that he can still continue to be a director and officer 
of Ariona. 

Mr. ZetEnKO. You know that Mr. Onassis has an interest in Ariona, 
do you not? 

Mr. Broun. In the past years, but I do not know now that you ask 
me the question; right. 

Mr. ZeLenKko. You know that Mr. Onassis has an interest in Ariona ? 

Mr. Broun. Had. 

Mr. ZetenKo. Had? 

Mr. Broun. Yes. You see, in the Panamanian company they can 
change directors and officers, so that I cannot say now, with all respect 
to you, that I know; but I said, about the past, that he was. 

Mr. ZeLENKO. Do you know a man named Berenson ? 

Mr. Broun. Robert Berenson; yes. 

Mr. ZeLtenko. Did he transfer stock to you? 

Mr. Broun. Let me finish now the question you asked me before. 

Mr. ZeLtenKo. Go ahead. 

Mr. Broun. You asked me who were the persons who transferred 
stock. One was Ariona, and Mr. Nicholas Cokkinis. 

Mr. ZeELENKO. Who is he? 

Mr. Brown. He is the chairman of the board of Central American. 

Mr. ZeLENKO. Is he also connected with the United States Petro- 
leum Carriers? 

Mr. Broun. Yes; he is an officer in the United States Petroleum. 

Mr. ZELENKO. Is he also connected with Ariona ? 

Mr. Broun. No. 

Mr. ZELENKO. Go ahead. You know that? 

Mr. Broun. Yes. I say things I know I will tell you outright. 

Then we said Cokkinis, Ariona, Mr. Storen. Let me write it down. 

The Cuamman. Let us proceed here. 

Mr. ZeLtEnNKO. We are waiting for the witness to answer, Mr. Chair- 
man. He asked that he be given a little time to write something 
down. 

Mr. Broun. To refresh my memory. It is another party I do not 
recall. 

Mr. Zecenko. Mr. Carver ? 

Mr. Broun. It could be. I am not so sure. I have a letter where 
Ican see right away. Do you want me to see it / 

Mr. ZetenNKo. You ask the chairman. The witness is trying to get 
some papers that will help him answer the question. He says he does 
not know the answer. 

Mr. Broun. Because that is far back, the fourth person I do not 
remember. 

Mr. ZetenKo. Let me ask you this. 
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Mr. Broun. I will get the papers. That was Mr. Carver, sir. 

Mr. Zetenxo. Is Mr. Berenson connected with your agency 4 

Mr. Broun. Central American ? 

Mr. ZeLenKo. Yes. 

Mr. Broun. No. 

Mr. Zecenxo. Do you know Mr. Berenson ¢ 

Mr. Broun. Personally, yes; socially. 

Mr. ZeLenKO. Do you know where he lives? 

Mr. Broun. I think he lives abroad, if I am not mistaken. I have 
not seen him now for some time. 

Mr. Zecenxo. Was he in your company recently, within the last 
few weeks ? 

Mr. Broun. I think he was, but I didn’t see him. He was. 

Mr. ZetenKo. You say he lives abroad ? 

Mr. Broun. Yes, sir. 

Mr. ZeLtENKO. Now, I think it is correct, is it not, that in May of 
1956 you became the owner of all of the stock of United States Petro- 
leum in your name? 

Mr. Broun. Yes. With that understanding that I mentioned 
before. 

Mr. ZeLENKO. Now, there has been testimony here, and I want to 
give you the background. Mr. Doub, from the Attorney General’s 
Office, said that one of his assistants told him that at the time this 
deal went through, Mr. Onassis paid a fabulously high price, a great 
amount of money, for the stock of this company. I want to give you 
the background because I want to ask a fair question. You are not 
bound by this. Now, I ask you, Did you receive one nickel for any 
of this stock when you transferred it? 

Mr. Broun. Not even a nickel. 

Mr. Zerenxo. And you got the stock from Mr. Berenson. Some 
of the stock came from Mr. Berenson. When it came over to you, 
you got some of the stock from him ? 

Mr. Broun. Yes. 

Mr. ZeLenKo. Did you pay Mr. Berenson any money at all for it? 

Mr. Broun. Yes, sir. 

Mr. ZetenKo. You paid Mr. Berenson? 

Mr. Broun. Yes. 

Mr. ZeLenKo. How much? 

Mr. Broun. For the stock? 

Mr. ZeLENKO. Yes, sir. 

Mr. Broun. I cannot remember offhand now, but I remember I 
paid. 

Mr. ZetenxKo. You were buying 48 percent of United States Petro- 
leum Carriers, which is a big company ? 

Mr. Broun. That is right. 

Mr. Zetenxo. And you say you paid Mr. Berenson for it? 

Mr. Broun. Yes. 

Mr. ZetenKo. Now I want you to tell us how much you paid for it. 

Mr. Broun. I have to see my notes, because [ don’t remember exactly 
offhand, if you don’t mind. 

Mr. ZetenxKo. Not at all. 

Mr. Broun. What was the question again, Mr, Zelenko ? 
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The Cuairman. How much did you pay for the stock? Go ahead 
and answer. 

Mr. ZELENKO. The question was, how much did you pay Berenson 
for 48 percent of the stock ? 

Mr. Broun. I just remembered it. I will tell you what I did. 

He had some obligations to the National City Bank. He had cer- 
tain obligations to the National C ity Bank, and I paid the National 
City Bank that money, of course given to me, not from my ewn funds. 

Mr. ZeteNKo. You say you gave the National City Bank some money 
but not from your own funds. Somebody gave you the money? 

Mr. Broun. That is right. 

Mr. ZetenKko. Tell us how much. 

Mr. Broun. National City Bank was about $29,000 with interest. 

Mr. Zetenko. You gave the National City Bank $29,000? 

Mr. Broun. Yes. 

Mr. ZELENKO. For 48 percent of the stock of United States Petro- 
leum Carriers ? 

Mr. Broun. I said there are other debts that Mr. Berenson had 
which I understand that Mr. Berenson wanted to liquidate his debts, 
and, therefore, transferred the stock that he owned to Mr. Onassis. 

Mr. Zetenxo. Mr. Berenson wanted to transfer the stock to Mr. 
Onassis ? 

Mr. Broun. Right. I don’t know what entirely was the deal, but 
before they made the deai, he had Mr. Onassis to pay certain obliga- 
tions of Mr. Berenson. 

Mr. ZeLeENKO. It was Mr. Onassis’ money that you put into the bank. 
was it not ? 

Mr. Broun. It was not mine. 

Mr. ZeLeNKo. It was Mr. Onassis’ money ? 

Mr. Broun, I don’t know if it was Mr. Onassis ?. 

Mr. Dorn. If 1 may interrupt, let the witness answer. We are 
interested in finding what the situation is. 

Mr. ZeLen«Ko. I yield. 

The gentleman is correct. I apologize, Mr. Witness. 

Mr. Broun. The money did not come directly from Mr. Onassis, 
but it came from Montevideo, his offices in Montev ideo. It came to me 
and said, “With this money pay Mr. Berenson.” What arrangements 
they had made as to the actual value of the stock and so forth, T do not 
know what was the final arrangement. 

Mr. MacDonatp. Would you yield for a question ? 

Mr. ZeLtenkKo. I yield. 

Mr. MacDonaup. Did this money come to you in the form of a check 
or cash ? 

Mr. Broun. It came cabled remittance. It is like a check. 

Mr. MacDonatp. Who signed the cable? 

Mr. Broun. That goes from bank to bank. 

Mr. MacDonatp. You never received the money’ The money never 
came to you, you now say ? 

Mr. Broun. It came to me from cable remittance from Montevideo 
to the coresponding bank in New York. 

Mr. MacDonatp. But you do know who sent it ? 

Mr. Broun. It came from Montevideo. Usually they do not disclose 
that in the cable. It is none of the business. It is like any other trans- 
action. 
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Mr. Zevenko. Let me ask you this, Mr. Witness. I want to clarify 
this. 

You told us before that you paid Berenson for the stock. That is 
what you said before. 

Mr. Broun. Perhaps I did not understand very well the the ques- 
tion. I could have misunderstood the question. 

Mr. Zetenxo. If you misunderstand anything I ask you, before you 
answer it will you tell me, because I want to be fair. 

Mr. Broun. Right. I understand. 

Mr. Dorn. Might I interrupt for a minute? 

The witness was talking a this entire transaction. He got 
started on this money phase of it. You interrupted him in order to 
get the idea of the money phase. "He was saving that there was more 
to it than this money phase. I wonder if the witness would explain 
the other part of the transaction before he goes on to something else. 

Mr. Zecenko. That is right. 

Mr. Broun. Yes, sir. 

Mr. Dorn. Would you just explain the other phase of the trans- 
action besides this money phase? 

Mr. a For instance, what ? 

Mr. Zecenxo. I think he was through, Mr. Dorn. 

Mr. Dorn. Was there not something more in the transfer of the 
stock than just this money phase in which you received money and in 
turn paid it over? 

Mr. Broun. It was just an accommodation, as I said. I had nothing 
to do with this transaction. The only thing was, as I told you before, 
the lawyer gave me the various letters of Justice and he told me: 

You hold the stock, and then when the trustee is fixed, then you give 75 per- 
cent to whoever it is going to be named as trustee and 25 percent to Ariona. 

That wasall. I was not interested in anything else. 

Mr. Dorn. Did you not do something more 4 

Mr. Broun. In what respect ? 

Mr. Dorn. Did you not do something more than just to get money 
from Montevideo and, in turn, transfer it over to his bank? Was there 
not something more in the transaction that you did ? 

Mr. Broun. What do you mean something more? I do not under- 
stand that. 

Mr. Dorn. Was there not something else in the transaction encom- 
passed besides just this ? 

Mr. Broun. It is like a mechanical transaction. It was nothing 
that had any power action to do because I had the definite under- 
standing that I was just holding for accommodation. 

Mr. Petty. Will the gentleman yield ? 

Mr. Zevenxo. I had the floor. 

Mr. Petty. Would you yield? 

Mr. Zetenxo. Yes, Mr. Pelly. 

Mr. Petuy. Did you endorse certificates of stock and turn them 
over to anybody else? 

Mr. Broun. Yes. That was about May 9 or 10. 

Mr. Petuy. In other words, you were purely a nominee. Your 
name was on the stock and you had no control over it at all. 
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Mr. Broun. That is right. I was a nominee and, when Mr. Bailen 
said, “Do this,” I said, “O. K.” I knew he would protect my interest 
not to be involved. 

Mr. Petty. You were not the owner? 

Mr. Broun. I wish I was, but I was not. 

Mr. Petty. That stock was transferred without your say-so be- 
cause it had been endorsed by you; so someone else could have done 
it? 

Mr. Broun. It could have been anybody else except me, let us put 
it that way, because they told me to do this and this, which I did. 

Mr. Zetenxo. You keep saying “they” told you. Who are the 
“they” that told you to do these things? Who are the people? We 
want the names. 

Mr. Broun. I said from the beginning, I repeat again, that I made 
a mistake when I said “they,” speaking in the plural, but actually it 
was Mr. Bailen who is the counsel. 

Mr. Zetenxo. You have no business connections personally with 
Mr. Onassis; is that right ¢ 

Mr. Broun. What do you mean / 

Mr. ZeLenko. You have no personal business connections with Mr. 
Onassis ? 

Mr. Broun. No. 

Mr. Zetenxo. Your lawyer comes to you and tells you to get into 
a transaction involving a company, buying stock, selling stock, and 
you follow exactly what he says? 

Mr. Broun. That is right. 

Mr. Zetenko. Was he your personal lawyer or the lawyer for your 
company ¢ 

Mr. Broun. No; he is the lawyer of Central American. 

Mr. Zetenxo. Let me ask you this. I want to get on if I can. 

Mr. Broun. Right. 

Mr. Zetenko. You are not bound by this in any way. 

Mr. Doub, who is a Deputy Attorney General, told us here that 
his information in the Department from the lawyers for Onassis was 
that Onassis paid a fabulously high price for this stock. 

Now, you were the man that owned the stock; were you not? 

Mr. Broun. Yes, temporarily, under that understanding again. 

Mr. ZeLenko. Whether it was temporarily or not. 

Mr. Broun. I was the nominee only for the trust. 

Mr. Zetenko. But Mr. Onassis did not pay you money for the 
stock; did he? 

Mr. Broun. I did not get a penny, I told vou before, so why should 
you repeat the same thing ? 

Mr. ZeLENKO. You paid nothing for it? 

Mr. Broun. To me, nothing. 

Mr. ZELENKO. You were the owner? 

Mr. Broun. You would not call me an owner, actually, because I was 
holding it just for that specific purpose. 

Mr. ZeLenxo. Now, let us get back to how you got the stock. You 
told us that you paid for the stock. V/lat you meant was that some- 
body else paid for it in your name ¢ 

Mr. Broun. That is right. 

Mr. ZELENKoO. Is that what you meant ? 
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Mr. Broun. Yes; because I did not have the money. 

Mr. Zetenko. You do not have enough money to pay for that? 

Mr. Broun. Yes; and I told you before I wish I did. 

Mr. ZeLenkKo. It was Onassis’ money that you used to pay Beren- 
son ¢ 

Mr. Broun. I do not know whether it was Onassis’ or one of the 
companies, because when I got the money from down there, [ did not 
know who sent the money. 

Mr. Ze_enxo. Did you ask Mr. Bailen whose money it was / 

Mr. Broun. No; it is none of my business. 

Mr. ZeLeENKo. Was the draft made out to you? 

Mr. Broun. Yes; to me. 

Mr. Zevtenxo. Did you endorse it? 

Mr. Broun. No. As I told you, it went to the bank and the bank 
advised me that I have so much money in the bank. 

Mr. Zetenxo. You mean that there was this money deposited to 
your account ¢ 

Mr. Broun. Right. 

Mr. ZeLENKO. $29,000 ? 

Mr. Broun. No; it was more than that. 

Mr. ZeLenxo. How much? You told us $29,000. 

Mr. Broun. You are speaking about one person alone. 

Mr. ZELENKO. I am talking of Mr. Berenson. 

Mr. Broun. Perhaps it would have been more, because in total I 
received about pretty close to $300,000. 

Mr. Zetenko. How much? 

Mr. Broun. $300,000. 

Mr. ZeLenko. From whom did you get $300,000 ? 

Mr. Broun. From Montevideo, becatise I had to pay the other stock- 
holders, too. Don’t forget we have Mr. Cokkinis, Mr. Carver. 
Weren’t they supposed to be paid ? 

Mr. ZELENKO. I am going to ask you. 

Mr. Broun. Yes; they were paid. 

Mr. ZetenxKo. Let me ask you this: There came a time where there 
was deposited in your bank account at least $300,000. 

Mr. Broun. Right. 

Mr. ZELENKO. That was in your bank account under your name in 
what bank? ; 

Mr. Broun. Chase Manhattan Bank. 

Mr. Zetenko. What branch ? 

Mr. Broun. Park Avenue and 60th Street. 

Mr. ZeLENKO. That was your account? 

Mr. Broun. That is right. 

Mr. ZeLtenKo. A personal account. 

Mr. Broun. Creon Broun, special account, they called it. That is 
the heading of the account. 

Mr. ZELENKO. How long have you had that account? 

Mr. Broun. 3 years, and I had other ones, too. 

Mr. Dincett. Will the gentleman yield? 

Mr. ZeLenKo. I yield. 

Mr. Dineeru. You say special account ? 

Mr. Broun. Yes. 

Mr. Dincetu. A special account means that you and somebody else 
have to sign the checks. 
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Mr. Broun. I beg your pardon. You can sign yourself. 

Mr. Drxcetx. You can sign yourself? 

Mr. Broun. Yes. : ; 

Mr. Drxcetx. Tell me this: Were you paid for your part in this 
transaction ? 

Mr. Broun. What? 

Mr. Drncett. Were you paid for being trustee of this money and 
this stock ? 

Mr. Broun. Not a penny. I mentioned that before. 

Mr. Dinerety. Did you do this as a part of your employment in 
Central American Steamship Agency, Inc. ? 

Mr. Broun. I made it as an accommodation because when you are 
a steamship agent besides you want to have good will with various 
people you represent and you do many favors. Many times they will 
ask me to buy them an automobile and do this or that. You have to 
help a person; right? 

Mr. Drnceti. You did all this and got yourself involved in this 
complex transaction ? 

Mr. Broun. Actually, it was an easy thing. The lawyer gave me 
the advice. Is that a big thing? 

Mr. Dixceiy. You held $300,000 in a special account ? 

Mr. Broun. Yes. 

Mr. Dinceti. You held stock probably amounting to several mil- 
lion dollars in your name for a short period ? 

Mr. Broun. That is right. : 

Mr. Dineceti. And you were not at all concerned about this trans- 
action ? 

Mr. Broun. No. 

Mr. Dinceti. You did not want to know who the parties were or 
what was going on here or why you were being involved in this? You 
did not have any interest in that ? 

Mr. Brown. I explained very well that I am acting as a nominee 
under certain things with the biessing of the Government. 

Mr. Zetenko. With what? JT did not hear you. Did you say with 
the blessing of the Government ? 

Mr. Broun. The letter said it had to be an American citizen. I 
know I qualified so why should I worry ? 

Mr. Dinceti. But you did- 

The Cramman. The witness has answered the question. 

Mr. Dincecy. I am sorry, Mr. Chairman. 

The CHatrman. He said he did not get any remuneration for 
handling the money. He told you what the money was, what he did 
with the money. Let us go ahead with something else. 

Mr. Dincett. You did this because you knew that these people had 
to have an American citizen ? 

Mr. Broun. The letter said that it had to be an American citizen 
so I qualified so I knew this transaction was perfectly all right. 

Mr. Dincet. This was the reason you were involved ? 

Mr. Broun. Anybody would have done it if he were an American 
citizen and knows he was doing the right thing. 

Mr. Dinceii. Did you know whether the other people involved in 
this transaction were Ameriean citizens? 

Mr. Broun. For instance, who? 
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Mr. Dineewu. For instance, anyone. 

Mr. Broun. Except Ariona, that is a foreign corporation, the 
other ones were Americans and I knew them personally. 

Mr. Dincect. And you knew then that you were acting as a front 
for non-American citizens in a transaction where American citizens 
had to be involved. Let me repeat. Let me say this again. You 
knew that you were acting as an American citizen as a front for people 
who were not American citizens in a transaction in which they had 
to have an American citizen front man, is that right ? 

Mr. Broun. No. 

Mr. Dincet. Is that not a fair statement of what you did? 

Mr. Broun. No, because I knew Ariona was a foreign company. 
The other are American citizens. 

Mr. Drnceti. You told me that they had to have an American 
citizen do this so you did it, is that right ? 

Mr. Broun. The letter specified that the stock would be held as a 
nominee for a trusteeship to be established later on but has to be an 
American citizen. 

Mr. Dinceti. It had to be held by an American citizen and you did 
that ¢ 

Mr. Broun. That is right. 

Mr. Dinceixt. And you acted as a plant then for people whom you 
knew were not American citizens? 

Mr. Broun. Who is not an American citizen ¢ 

Mr. Drincetx. Ariona for one. 

Mr. Broun. Ariona is not a citizen. It is a corporation. 

Mr. Dincett. It is a foreign corporation. 

Mr. Broun. It is known by the Government. 

Mr. Drnceii. You acted then as an American citizen frontman for 
noncitizens. 

Mr. ZeLtenKo. Will you yield? 

Do you say that the United States Government asked you to act 
as a front for people who were not citizens ? 

Mr. Broun. I did not use the word “front.” 

Mr. ZetenKo. You used the word “blessing of the Government.” 

Mr. Broun. That means it’s O. K. 

Mr. Zetenxo. The Government O. K.’d the fact that you could 
act as a front for a company ¢ 

Mr. Broun. I did not use the word “front.” 

Mr. Dincetxi. Did you act as a front or not act as a front? 

Mr. Broun. No, I acted on accommodation for a certain thing that 

vas delegated. 

Mr. Dincetx. But you acted as a front man. 

Mr. Broun. I do not know, whatever you call it. 

Mr. Dineetn. You acted as a strawman then. You just filled in 
for somebody who could not act in his own capacity, is that right, 
as a foreign citizen ? 

Mr. Broun. They could have picked somebody else. 

Mr. Dinceti. They could have picked any American citizen to do 
what you did. 

Mr. Broun. That is right. 

Mr. Dinerti. They could have picked any American citizen to act 
as a front. 
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Mr. Broun. That is your own word. Ido not know. 

Mr. Dinceti. You were a front. 

Mr. Broun. I would not say that. 

Mr. Dinceiy. You were. 

Mr. Broun. I was doing an accommodation. That is not a front. 

Mr. Dincetu. You were a front man. 

Mr. Garmatz. Mr. Chairman, he asked the question 8 times. 

The CuarrmMan. Let us go along. 

Mr. Dincetu. I think I am entitled to an answer to this question. 

Mr. Broun. Right. 

Mr. Dinceit. You got one. 

Mr. Garmatz. You got the same answer eight times. 

Mr. Macponarp. Will the gentle man yield for a question ? 

Mr. Divert. I will be glad to yield. 

Mr. Macronatp. What did you add to the transaction except, as a 
strawman, tag: American citizenship ? 

Mr. Broun. I did not do anything. 

Mr. Macponap. That was your function? 

Mr. Broun. I was holding the trust until the trustee is set and then 
I will do what the lawyer said. 

Mr. Macponap. The only thing you did for these people you were 
accommodating was using your American citizenship which they did 
not possess ¢ 

Mr. Broun. That is right. You said “accommodation,” and I said 
it before myself. 

Mr. Rivers. Mr. Chairman. 

Mr. Dincett. I will be glad to yield in just one second. 

The Cuamrman. Let me see if I can clear it up. The witness has 

said that he took this stock, received no compensation for acting as an 
agent for whomever the stockholder may have been, and he transferred 
the stock to the designated parties. 

Mr. Broun. That is right. 

The Cuatrman. That 1s what you did? 

Mr. Broun. That is right. 

The Cuamman. Whether you want to say you are a front man or 
strawman is beyond the question. You have told just what you did. 

Mr. Zevenko. He said, Mr. Chairman, that it was with the blessing 
of the Government and because the Government told him to. 

Mr. Broun. I did not say the Government told me. 

The CuHarrmMan. Let me ask you, did you do it on the strength of a 
letter you said you had? 

Mr. Broun. No, not that I had. Mr. Bailen showed me the letter 
of March 20 signed by Mr. Colby instead of Mr. Burger, and he told 
me that is perfectly all right to do, that is nothing wrong, and I took 
his word knowing that he is a good company lawyer. 

The Cuamman, What did the letter say? 

Mr. Broun. It replied to a letter of Mr. Onassis of March 1 in 
which he requested to fulfill the agreement and the settlement that a 
trusteeship has to be established and he has to get the stock, which I 
did eventually, and after the trusteeship has been established 75 per- 
cent will go to the trustee and 25 percent will go to Ariona and, of 
course, the person who is going to hold the stock has to be an American 
e1tizen, 
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The Cuairman. They asked you to be the agent for whomever had 
to turn the stock over to the trust / 

Mr. Broun. I did not hear you, sir. 

The Cuatrman. Did they ask that you be the nominee for the 
parties who were required to turn the stock over to the trust? 

Mr. Broun. I have been asked, you mean ¢ 

The Cuarrman. Did the letter ask that you be designated ? 

Mr. Broun. No; the letter did not designate it. "The letter did 
not say anything. 

The Cuamman. They said someone must be designated ? 

Mr. Broun. That is right. 

The Cuamrman. They selected you! 

Mr. Broun. That is right. 

Mr. Zecenxo. Mr. Chairman, the letter he is talking of has been 
put in evidence. It was a letter addressed to Mr. Onassis by a Mr. 
Colby, an assistant attorney general, in which Mr. Colby said that in- 

tead of going to the Maritime Administration and getting permission 
to transfer the stock that Mr. Onassis should buy it in somebody else’s 
name and I think that is what this witness is talking about. 

Is that right? 

That letter is in evidence now. 

Mr. Rivers. Mr. Chairman. 

The Cuarrman. Mr. Rivers. 

Mr. Rivers. I want to ask him on my own terms without getting 
the gentleman from New York to yield. 

Mr. Zevtenxo. I yield. 

Mr. Rivers. I do not want you to yield. I want you to finish. 

The Cuairman. I recognize Mr. Rivers. 

Mr. Rivers. Your lawyer came to you? 

Mr. Broun. He called me. 

Mr. Rivers. And said, “T have been to the Department of Justice and 
they said it is all right” 

Mr. Broun. He had Sabine I understand. He told me that 
he had discussions and they said they are going to put me as nominee 
and it is perfectly right. 

Mr. Rivers. He said, “I have been to the Department of Justice.” 
He said, “I have been to the Department of Justice and the Assistant 
Attorney General told me that you, Mr. Broun, could be the desig- 
natee to buy this stock for somebody else and that would be perfectly 
legal.” Is that what happened ? 

Mr. Broun. I do not know the full details. I was not present, but 
as far as I recall, the lawyer told me that he took it up with the De- 
partment of Justice and it was O. K. I do not know anything other 
than that. 

Mr. Rivers. He did not show you any supporting evidence? 

Mr. Broun. No. 

Mr. Rivers. You took his word for it? 

Mr. Broun. You have to take the lawyer’s word. Otherwise you 
have trouble all the time. 

Mr. Rivers. I am a lawyer. I would not advise my clients to do 
that. 

When he told you that he said, “Now there will be money deposited 
in your name in a certain bank” 

Mr. Broun. And pay off miaawice is supposed to be paid. 
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Mr. Rivers. You got nothing out of the deal at all? 

Mr. Broun. Nothing at all, sir. 

Mr. Rivers. Have you ever done such a thing as that before? 

Mr. Broun. No; I did not. 

Mr. Rivers. Would you do that an ? 

Mr. Broun. To tell you the truth, I do not mind this a bit. It is 
a pleasure to be here. 

Mr. Rivers. Mr. Chairman, I do not have any more questions. 

The Cuatrman. Do you gentlemen have questions? 

Mr. Totiterson. No. 

Mr. Auuen. Mr. Broun, you said you were an American citizen. 
How did you acquire citizenship ? 

Mr. Broun. By naturalization because, as I stated before, I was 
Canadian by birth, and I became a citizen by naturalization. 

Mr. Auten. Did you know that the stock which you received from 
the American citizens was in a company which owned ships that had 
been sold to it by the United States Gov ernment? 

Mr. Broun. Will you please mind repeating that again, because 
I did not get it exactly, the gist? 

Mr. Auten. Did you know that the stock that was transferred to 
you by the American citizens was in a company which owned ships 
which had been transferred to it by the United States Government? 

Mr. Broun. Yes, sir. 

Mr. Auten. Did you know that if you transferred the stock which 
you received to aliens that it might cause the forfeiture of those 
ships ¢ 

Mr. Broun. That I don’t know, sir, because actually, when the law- 
yer told me it was O. K., I assumed for sure that he knows what he 
is doing. He told me that this is perfectly all right, so I did not delve 
more into that matter. 

Mr. Auten. Did you consider, when you acquired the stock, in view 
of the letter from the Department of Justice which you had seen, that 
you could hold the stock only for the purposes described in the letter ? 

Mr. Broun. That is right. 

Mr. Auten. You had no beneficial interest in the stock? 

Mr. Broun. Not even a penny. I mentioned that. before, sir. 

Mr. Auten. Your only interest was as owner of the legal title, as 
trustee for the purposes of that letter. 

Mr. Broun. That is right, turning it over afterwards. 

Mr. ZetenKo. Mr. Chairman. 

I will try to move ahead. 

You say Mr. Bailen knows all about this transaction; is that right? 

Mr. Broun. What do you mean, “knows all about it”? 

Mr. ZeLenko. Fle is the lawyer. He is the one that told you what 
to do? 

Mr. Broun. That is right. 

Mr. Zevenko. He is the one that showed you the letter from the 
Department of Justice? 

Mr. Broun. That is right? 

Mr. Zecenxo. Where is Mr. Bailen? 

Mr. Broun. He was here yesterday. 

Mr. ZetenKo. Is he from New York? Do you have an address for 
him ¢ 
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Mr. Broun. He is in New York. 

Mr. ZetenKo. What is his address? 

Mr. Broun. 515 Madison Avenue I think, 58d and Madison. He 
is a lawyer under the firm of Bailen & O’Sullivan, sir. 

Mr. ZeLenKo. Let me ask you this: 

Do you know whether he knows where this money came from? If 
you know, tell us. 

Mr. Broun. No, he does not. 

Mr. ZeLtenKo. He does not ? 

Mr. Broun. Of course not. 

Mr. Santanaevo. Mr. Chairman, may I ask a few questions? Will 
you yield? 

Mr. ZeLEenKO. I yield. 

Mr. Santancero. What are your duties in this company, Mr. 
Broun ? 

Mr. Broun. I am in charge of the accounting department. 

Mr. SAnTANGELO. You are a paid employee without any financial 
interest in the corporate stock ? 

Mr. Broun. No. 

Mr. SantanGeLo. Now, you say that you received these funds in 
your bank as a nominee ? 

Mr. Broun. That is right. 

Mr. Santancero. And that they amounted to about $300,000? 

Mr. Broun. I do not recall about that. 

Mr. Sanrancero. Approximately. 

Mr. Broun. Yes. 

Mr. Santance.o. How long did it take from the time the first draft 
was received in your account to the time when the moneys were turned 
over ¢ 

Mr. Broun. I would say less, and I am speaking roughly of course, 
because that is back in 1956, the whole thing about a month or even 
less. 

Mr. Santancr1o. Now, during this period of time, you were the 
only person who could sign this ‘special checking account? 

Mr. Broun. That is right. 

Mr. SantanceLo. You had an understanding that the funds were 
to be turned over? 

Mr. Brown. Right. 

Mr. SAnTANGELO. Was that understanding in writing or was it 
oral ? 

Mr. Broun. Oral, sir. 

Mr. SantanceLo. If something happened to you, there was no 
evidence or any document whereby the people who advanced this 
money could make a claim, was there? 

Mr. Broun. No, but everybody knew that I was holding it for 
that purpose. 

Mr. Santanceto. Did you sign anything in which you agreed : 
any point to turn over these funds for their disposal ? 

Mr. Broun. No, I did not sign any paper. 

You mean a counterletter ? 

Mr. SantaNnceLo. Supposing there had been a_ misfortune? 

Mr. Broun. May I explain to you one thing. When we function 
as an agency, usually we do business on a big “scale many times and 
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take the word, like the stockbroker or anything, by phone. Sup- 
ose you close a deal with a stockbroker and at the time he is speak- 
ing to you he dies. What happens? 

Mr. SantTaANnGELo. This special checking account had in it other 
funds besides these particular funds? 

Mr. Broun. That is right. 

Mr. SAnTANGELO. When you say you are an agent, do you have 

separate business which you are operating as an agency? 

Mr. Broun. I mean a steamship agency. 

Mr. Sanranceto. Are you an accountant or a steamship agent? 

Mr. Broun. Both. 

Mr. Santanceto. You have a special function. Besides being an 
accountant, you are a steamship agent? 

Mr. Broun. Like any other business, you should have an accounting 
department, right ? 

Mr. Santanaevo. Yes, kut do you, as the head of the accounting 
agency, have the funds in your personal account ? 

Mr. Broun. No. It is the steamship agency’s funds, but this is 
outside of the steamship company. 

Mr. Santancero. Did you have any other funds im that special 
checking account besides these ¢ 

Mr. Broun. Yes. 

Mr. SanranceLo. Which funds would they be / 

Mr. Broun. Friends of mine many times give me some money to 
hold because they are away. Many times friends of mine are captains 
and are traveling for 6 months or something. They ask me, “W ould 
you hold that money and invest it for me so I get some interest.’ 

Mr. Sanrancexo. In these transactions with these other people, do 
you give them a statement that you are holding so much money for 
their account ? 

Mr. Broun. No. You see, that is what I was trying to say. 

Mr. SantanGevo. In other words, they trust you ? 

Mr. Broun. That is right. Trust is most important in life. 

Mr. Sanranceio. These are people that let you have $300,000 in 
your account without any statement by you to the effect that you 
were to turn these moneys over to one of the companies, or to the 
trustee ¢ 

Mr. ZeLENKO. Will the gentleman yield? 

Mr. SantTancero. Yes. 

Mr. Ze_enKo. I think you said that this was the first time you ever 
went into a transaction like this. 

Mr. Broun. To hold stock. 

Mr. ZeLenKo. Yes, and also to hold so much money. 

Mr. Broun. Money is relative, sir. 

Mr. ZeLenKo. To hold so much money. 

Mr. Broun. It is relative, because we deal sometimes where there 
is more involved than $300,000 by far. 

Mr. ZetenKo. I am not talking of the agency. I am talking of you 
personally. , 

Mr. Broun. That is right. 

Mr. ZELENKO. This account of yours is not the agency account, is it ? 

Mr. Broun. Of course not. 

Mr. Zetenxo. When the agency holds money, they are holding it 
for business clients? 
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Mr. Broun. That is right. 

Mr. ZeLenKO. This was your own account / 

Mr. Broun. That is right. 

Mr. ZetenkKo. This had nothing to do with the agency ¢ 

Mr. Broun. That is correct. 

Mr. Zecenxo. Is that right ? 

Mr. Broun. Very different. 

Mr. ZELENKO. Did you ever hold as much as $300,000 ¢ 

Mr. Broun. No, sir. 

Mr. ZetenKxo. What was the most you ever had in the account! 

Mr. Broun. In that account ? 

Mr. ZELENKO. Yes, sir. 

Mr. Broun. About $30,000. 

Mr. Zetenko. That is the most ? 

Mr. Broun. That is right. 

Mr. Zevtenxo. Let me ask you this. 

Mr. Brown. Yes, sir. 

Mr. Zetenxo. After you got the money, did you sign checks to pay 
the money out ? 

Mr. Broun. Yes, I did. 

Mr. Zetenko. To whom? 

Mr. Broun. To the various people to buy the stock from them. 

Mr. ZeLenKo. Do you have the names? Do you have any records 
of the names to whom you paid out this $300,000 ? 

Mr. Broun. Of course I do. 

Mr. ZeteEnKO. Do you have check vouchers ¢ 

Mr. Broun. Of course. That is what you always keep. 

Mr. Zetenko. Do a have them with you? 

Mr. Broun. No, I do not have them with me. I did not know I 
was coming, first of all. 

Mr. ZeLtenKo. You had no knowledge up to this time as to whether 
you were coming down ? 

Mr. Broun. When I was called on the phone, it was 10 minutes to 
5, and it was April 1, and they said come the next day. I said, “Are 
you kidding me?” 

I thought somebody was playing a joke on me, April fool. 

Mr. Gross. Will the gentleman yield? 

Mr. ZeLten«Ko. I yield to Mr. Gross. 

Mr. Gross. Was there any tax liability accruing to you as a result 
of this $ $300, ,000 transaction ¢ 

Mr. Broun. What do you mean ? 

Mr. Gross. Was there any tax liability on your part personally? 


Mr. Broun. No, because for me it was in and out, sir. Whatever 


I got, I disbursed, so it is in and out. 
Mr. Zevrenko. Let me ask you this: 
Here you aa $300,000 in your account. 


Mr. Broun. I did not say exactly $300,000. I do not remember 


exactly. 
Mr. Zevenxo. A little more or less. Then you pay out checks. 
Mr. Broun. Right. 
Mr. ZeteNKo. Did you report that at all’ 
Mr. Broun. As to what? 
Mr. ZeLenko. Did you report it as to your income and your outgo? 
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Mr. Broun. No, it is in and out. That is why you have a special 
account. Otherwise, you have your regular account. 

Mr. ZeLtENKo. Did you have a regular account? 

Mr. Broun. I sure do. 

Mr. ZeLteNKO. You could call your account whatever you want, 

Mr. Broun. Yes, but when there is a special account, I am not a 
lawyer but many lawyers use them. 

Mr. ZeLeENKo. You are not a lawyer? 

Mr. Broun. I wish I was. Many times many people hold special 
accounts. I know many friends of mine are lawyers, and they have 
special accounts, and it is in and out. 

Mr. ZetenKo. You say lawyers do it, but you are not a lawyer. 

Mr. Broun. That is right. 

Mr. ZeLenko. Let me ask you this, 

Mr. Broun. Yes, sir. 

Mr. ZeLENKO. You said that you were notified at 10 minutes to 5. 
That was 2 days ago. 

Mr. Broun. That was April 1. 

Mr. ZeLENKO. That was not yesterday. 

Mr. Broun. No. 

Mr. ZeLeENKO. You were here yesterday ? 

Mr. Broun. Yes. 

Mr. ZELENKO. You say you sat here yesterday and still did not know 
what was wanted ¢ 

Mr. Broun. You indicated that you were going to want me for an 
hour, and I thought it would not be more than 5 minutes. 

Mr. Zetenko. You say you had no idea what we wanted to talk to 
you about ? 

Mr. Broun. I had an idea but not to that extent. 

Mr. Zetenko. Whether that is so or not, do you have vouchers for 
the checks that show to whom you paid this money out 4 

Mr. Broun. Of course. 

Mr. ZeLenxo. Can you have them brought to the committee or sent 
to the committee, or can you bring them down ? 

Mr. Broun. Can I send them down? 

Mr. ZeLtenNKo, Can you bring them down on another day? 

Mr. Broun. O. K. Lean do it. 

Mr. Zetenko. ‘To whom did you turn over the stock / 

Mr. Broun. I turned it to the United States Petroleum Carriers and 
to Trafalgar with a letter that I wrote to both of those companies, 
stating that 75 percent will go to, and at that time we knew it was 
Grace Bank as trustee, and 25 percent to Ariona. In Trafalgar’s 
letter—let me see. I donot remember. O. K. 

Mr. ZeLtenko. Go ahead. 

Mr. Broun. To the United States Petroleum Carriers, I wrote the 
letter dated August 10, in which I indicated that they should cancel 
my certificate which was in my name for 1,000 shares, and they should 
make 2 new certificates, of which 750 should be in the name of Grace 
National Bank of New York as trustee under the trust agreement 
dated as of August 10, 1956, between Aristoteles Onassis and Grace 
Nation: 1] Bank of New York; and the second certificate, representing 

250 shares, in the name of Sociedad Industrial Maritima Financiera 
‘Ari iona, Panama, S. A. 
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As to Trafalgar, I had 3 certificates aggregating 600 shares, and [ 
told them to cancel those certificates and give one certificate, repre- 
senting 450 shares in the name of Grace National Bank of New Y ork 
as trustee under the trust agreement dated as of August 10, 1956, be- 
tween Aristoteles Onassis and Grace National Bank of New York; 
and the second certificate, representing 150 shares, in the name of 
Sociedad Industrial Maritima Financiera Ariona, Panama, S. A. 

Mr. Zetenko. Now, Mr. Witness, you told us a little while ago that 
you had no direct dealings with Mr. Onassis; is that right ¢ 

Mr. Broun. What do you mean by direct dealings / 

Mr. ZetenKo. He is not your boss. You had no direct dealings, 
only the agency ? 

Mr. Broun. That is r ight. 

Mr. Zectenxo. You also said that you did not know who owned this 
Ariona. 

Mr. Broun. You said, “Who owns Ariona?” That means now. 

Mr. ZELENKO. Yes. 

Mr. Broun. That I do not know, sir. 

Mr. Zetenxo. You never worked for Ariona; did you? 

Mr. Broun. No, but I acted as attorney-in-fact sometimes. 

Mr. Zetenxo. You know what I am getting at. Just a moment 
ago you gave us the impression that you did not know too much about 
Ariona, that you worked for Central American Steamship Agency. 

Mr. Broun. That is right. 

Mr. Zecenxo. Is that right? 

Mr. Broun. That is right. 

Mr. ZeLenko. Now, you know what I am getting at. 

Mr. Broun. No. Explain it to me. 

Mr. ZeLenKo. You signed a letter. 

Mr. Broun. That is right. 

Mr. ZetenKo. Just a moment, sir—on July 19, 1956, you signed a 
letter addressed to United States Petroleum Carriers. 

Mr. Broun. Right. 

Mr. ZetenKo. That was on the letterhead of Sociedad Industrial 
Maritima Financiera Ariona, Panama, S. A. That is Ariona? 

Mr. Broun. That is right. 

Mr. ZELENKO. It was something that that company was doing with 
United States Petroleum Carriers and you signed for that company; 
did you not? 

Mr. Broun. That is right. 

Mr. ZELENKO. You have been acting for Ariona all along. 

Mr. Broun. Yes, but I am acting under authority in that particular 
thing. 

Mr. ZetENKO. When you told us before that you did not know too 
much about it, that was not so, was it ? 

Mr. Broun. No. 

Mr. Zetenxko. Was it? 

Mr. Broun. What do you mean, “it wasn’t” ? 

Mr. ZeLenxo. What I mean is that you were not telling us the facts. 

Mr. Broun. Yes; I did. I even elaborated and said I can say who 
was at that time officers or directors, but I do not know now who are 
officers and directors. That is what I said. 

Mr. Ze_enKo. You also told us that all you did was work for the 
Central American Agency. Member after member asked you for 
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whom you worked and you said you worked for the Central American 
Steamship Agency. 

Mr. Broun. Let me ask you this. 

Mr. Zetenko, Let me ask you. 

Now it comes out that ‘you did act for Ariona from time to time. 

Mr. Broun. That was a specific and sporadic case. 

Mr. ZeLenko. Just a minute, sir. It 1s a little different from what 
you told us before. 

* Mr. Brown. Yes, but— 

Mr. ZeELENKO. Is it or is it not? 

Mr. Broun. It depends on how you take it. 

Mr. Zevcenko. I take it in one way, in straight language. It is not 
what you told us before. 

Mr. Broun. Let me elaborate. I am a witness and I have the right 
to explain. 

Mr. ZeELENKO. You will have plenty of time. Goahead ande xpli un. 

Mr. Broun. You said for whom I am working and I said Central 
American. That does not mean because I sign for Ariona for whom 
I do not get paid. 

Mr. Zetenko. You told Mr. Santangelo and Mr. Dingell and Mr. 
Rivers and other members that you worked for Central American 
Agency, and now it comes out that you work for Ariona. 

Mr. Broun. Do I get paid? 

Mr. ZeELENKO. You tell me. 

Mr. Broun. If I do not get paid, I am not working for them. 

Mr. ZELENKO. You were working for Ariona? 

Mr. Broun. No. 

Mr. ZeLENKO. Were you not signing papers for Ariona? 

Mr. Broun. That does not mean a thing, sir. 

Mr. ZELENKO. You say that when you sign your name to papers as 
important as that, it does not mean a thing to you? 

Mr. Broun. It does. 

Mr. ZeELENKO. You were acting for Ariona from time to time, were 
you not ¢ 

Mr. Broun. That is perfectly right. But vou said if I am work- 
ing. That is a different story. 

Mr. Zetenko. You were acting as Ariona, were you not? 

Mr. Broun. Yes, I was acting for Ariona, but by authority. That 
does not mean that I work for them. 

Mr. ZELENKO. Whose authority? 

Mr. Broun. Ariona. 

Mr. ZeLenko. Who in Ariona? That is only a name, a company. 
Give us the names of the people. 

Mr. Broun. I told you that. 

Mr. ZeLtewko. No; you did not tell us. I want it again, if you do 
not mind. 

Mr. Broun. I repeated that before that I knew who were the own- 
ers or directors of Ariona, but I do not know now, sir. 

Mr. ZELENKO. Tell us then, whenever the “then” is. 

Mr. Broun. At that time, as far as I remember, it was Mr. Onassis 
and the two Konialidis brothers, if I am not mistaken, sir. 

Mr. ZeELENKO. Mr. Onassis and his brothers? 

Mr. Broun. Not brothers, cousins. 
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Mr. ZELENKO. It was Mr. Onassis and his cousins and you were act- 
ing for Ariona ? 

Mr. Broun. Ariona. 

Mr. ZeLteENKO. And you knew that he was the owner of Ariona be- 
cause you told us you were acting for it. 

Mr. Broun. I was acting for Ariona. 

Mr. ZetenKo. Did you not tell us about an hour ago that you did 
not know who the owner of Ariona was? 

Mr. Broun. I mentioned now because there have been changes. 

Mr. Zecenxo. I asked you spec ifically at one time who the owners 
of Ariona were and you said, “I do not know. I know the stock- 
holders.” 

Mr. Broun. I said at that time I know, but not now. 

Mr. ZELENKO. Now tell us. Let us get this right. Onassis was the 
owner of Ariona and you were working for him at one time ? 

Mr. Broun. How would you know it was Onassis himself? 1 did 
not know myself. 

Mr. ZeLeENKO. You told us. 

Mr. Broun. I said they were stockholders but it does not mean he 
istheowner. There are other stockholders. 

Mr. ZELENKO. Let us get this right. You told us a minute ago that 
it was Mr. Onassis and his cousins who were the owners of Ariona. 
You told us that you were working for Ariona sporadically or some 
other way. 

Mr. Broun. I would not say that is work. When they tell you to 
sign something that is not working for them. 

Mr. ZELENKO. That was Onassis telling you that from time to time, 
was it not? 

Mr. Broun. Mr. Konialidis always told me. Mr. Onassis never 
bothered me on that. 

Mr. ZeLenko. Let us go ahead. You are pretty well straight now 
that you made a mistake before or did not tell us about wor king : at some 
time for Ariona but now you say you did. 

Mr. Broun. I did not say. 

Mr. ZetenKo. You did something for Ariona. You acted for them. 

Mr. Broun. Working and acting is a different thing. 

Mr. ZeLeNKO. Tell us who owns it now. 

Mr. Broun. That Idonot know. I said I did not know. 

Mr. Zeten«Ko. There is no difference so far as you know? 

Mr. Broun. That I do not know. 

Mr. ZeLenxKo. Let us get down to this. 

Mr. Broun. Yes, sir. 

Mr. ZeLcenxo. Did you know that this stock was being turned over 
to a trust‘ 

Mr. Broun. To be established. That I knew. 

Mr. Zetenko. You knew that? 

Mr. Broun. That there is going to be a trust established. 

Mr. Zetenko. By Mr. Onassis. 

Mr. Broun. The details I did not have, sir. 

Mr. ZetenKo. Did you know? 

Mr. Broun. I knew one thing: That there is goiug to be a trust. 
What the trust would have been I did not know. 

Mr. Zetenko. You say you sold your stock or turned it over to 
Trafalgar. 
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Mr. Broun. Trafalgar and the United States Petroleum Carriers, 
sir. 

Mr. ZeLenko. That is the last you knew about it? 

Mr. Broun. That is right. 

Mr. ZeLENKO. You never turned any stock over to the Grace Bank, 
did you? 

Mr. Broun. Directly, no. 

Mr. ZeLeENKO. You never turned any over to the Grace Bank? 

Mr. Broun. Directly I only ordered in a letter of mine which I dic- 
tated, if you listened before, to the stenographer, that they should 
give 2 certificates, 1 to Grace who are the trustees—that I knew—and 
then to Ariona, and from that time my function is finished. 

Mr. ZetenKo. Let me ask you this. 

Mr. Broun. Yes, sir. 

Mr. ZeLENKO. In name you were the owner of this stock. In name, 
that is. It was in your name? 

Mr. Broun. O. K. 

Mr. Zetenxo. You turned it back to the company with a letter ex- 
plaining to them what to do. 

Mr. Broun. That is right. 

Mr. Zetenko. Did you get any money for that ? 

Mr. Broun. No; I did not get a penny. I said that before. 

Mr. Zetenko. Now, you het 1rd about a trust. All you knew is that 
your stock went over to the company. 

Mr. Broun. Yes, and the company was supposed to give it. We 
knew who the trust was at that time. 

Mr. ZeLeENKO. But you were the company at that time. 

Mr. Broun. What do you mean “the company” ? 

Mr. ZetenKo. You owned all the stock. 

Mr. Broun. Yes. 

Mr. ZeLeENKO. So when you say you turned it over to the company 
you were turning it over to yourself. 

Mr. Brown. Yes. 

Mr. ZeLENKOo. Now that is what I want to know. 

Mr. Broun. But at that time, as I said before, I was acting as a 
nominee. 

Mr. ZetenKo. To whom did you give this letter? To whom was 
it addressed ¢ 

Mr. Broun. To the United States Petroleum Carriers and the other 
one to Trafalgar. 

Mr. Zetenxo. You were the whole United States Petroleum Car- 
riers and you wrote a letter to yourself really as to what to do with 
the stock. Did you sign any stock over to a trust? That is what 
I want to know. 

Mr. Broun. No; the signature I presume, if I am not mistaken, 
was by United States Petroleum Carriers and Trafalgar. 

Mr. ZeLteENKo. You did not sign anything over to a trust ? 

Mr. Broun. No. 

Mr. ZetENKO. Now, will you produce for us, sir, these checks? 

Mr. Brown. Certainly. 

Mr. Zecenko. And do you know whether or not there are any 


records showing who the people are that gave you the $300,000 to put 
into the account ? 
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Mr. Broun. No; the only thing I can do, sir, is to give you the ad- 
vice of the bank. 

Mr. Zetenxo. I have one more question. You say that from time 
to time people give you money to hold for them. 

Mr. Broun. That is right. 

Mr. ZetenKo. You know who the people are; do you not ¢ 

Mr. Broun. What do you mean, if I know ¢ 

Mr. Zecenxo. If you had a friend who came to you and said, 
“Creon, hold $100 for me”—— 

Mr. Brown. ‘Tiiat is right, I know. 

Mr. Zevtenko. He trusts you and you would know to whom to give 
it back. 

Mr. Broun. Of course. 

Mr. ZeLtenKo. Here somebody gives you $300,000 and you tell 
you did not know who it was. 

Mr. Broun. I know that it came from Montevideo. 

Mr. ZeLtenko. From a city / 

Mr. Broun. Pardon me. What I mean by Montevideo, sir, is the 
companies that are down in Montevideo. Perhaps I did not make 
myself quite clear by saying Montevideo. 

Mr. ZeLtenko. Montevideo is a city in Uruguay. It is the capital 
of Uruguay. 

Mr. Broun. That is right. 

Mr. Zetenxo. I am not interested in cities. I am interested in 
people. 

Mr. Broun. That is right. 

Mr. ZetenKo. You told us that if somebody gives you money to 
hold and you know who it is you give it back. 

Mr. Broun. Now—— 

Mr. ZeELENKO. Just a moment, sir. You have been given an oppor- 
tunity to answer questions; have you ¢ 

Mr. Broun. Very, very much. 

Mr. ZetenKo. You have no complaint on that score. All right, 
we understand each other. Here you say that a sum of $300,000 is 
given to you to hold. 

Mr. Broun. That is right. 

Mr. Zecenxo. And you know where it came from, what city. 

Mr. Broun. Yes; but—— 

Mr. ZeLenxo. Just a moment. But you did not know the names 
of the people who gave it to you to hold. Is that what you are telling 
us ¢ 

Mr. Broun. Let me explain what I said about Montevideo because 
in our business usually we talk very brief and when we say Montevideo 
we mean the oflicers of various companies. The Banco La Caja is 
the correspondent bank of the Chase or National City Bank. The 
money came from there and they told me “So much money came to you 
which will be to pay for the stocks of various people.” 

Mr. Gross. Will the gentleman yield ? 

Mr. ZELENKO. Yes, I yield, Mr. Gross. 

Mr. Gross. Was there any signature on this cablegram at all # 

Mr. Broun. No, because it was an advice between banks. Banco La 
Cajo sends to this bank here—— 

Mr. Gross. Do you have a copy of this cablegram ¢ 

Mr. Broun. I can get it from the bank. 
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Mr. Gross. If you were called before this committee would you 
produce that ? 

Mr. Broun. Yes. 

Mr. ZetenxKo. I am going to ask you again. ‘This was the first 
time, was it not, in all this business of people trusting you that you 
got $300,000 and you did not know the names of the people whose 
money it was? 

Mr. Broun. Of course. 

Mr. Ze_eNnKo. Did you or did you not? 

Mr. Broun. But I realize if it comes from Banco La Caja that they 
are the banking agents of the Onassis group and it must be nobody 
else but them because they use nothing but the Banco La Caja. 

Mr. ZeLenko. But other people use the banks. 

Mr. Broun. But the question is that the banks have certain in- 
structions. 

Mr. ZeLenko. I want to get that straight. You did not know the 
names of the people whose money this was; did you ? 

Mr. Broun. I assumed it was. 

Mr. ZeLENKO. Yes or no? 

Mr. Broun. I assumed that it was the Onassis group, no question 
about it. 

Mr. ZELENKO. You did not know? 

Mr. Broun. But I assumed, because they told me, “We are going 
to send you a big chunk of money.” 

Mr. ZeLenxo. Who told you? 

Mr. Broun. On the phone from Montevideo. 

Mr. SantranceLo. Would you yield? 

You were not too concerned about who put the money in the bank. 
You knew it was from the Onassis group and you did not care who 
was the person who transmitted it ? 

Mr. Broun. What do I care? 

Mr. SantanceLo, When you had the 1,000 shares of stock. 

Mr. Broun. It was 1,000. 

Mr. Santance.o. To whom did you physically turn over the shares 
of stock ? 

Mr. Broun. To an employee of United States Petroleum Carriers. 

Mr. Sanranceto. Who is that 

Mr. Broun. Mr. Pearson, who was supposed to give it, perhaps, to 
the treasurer 

Mr. Santance.o. To whom did you sumbit the letter with the direc- 
tions to allocate 75 percent ? 

Mr. Broun. Personally to him with the letter saying to draw two 
certificates and I explained exactly verbatim the letter that I wrote. 

Mr. Zetenxko. I have one more question at this time. All of this 
transaction you did with the blessing of the United States Gov- 
ernment ? 

Mr. Brown. I suppose so. 

Mr. Zeten«Ko. That was what yea said, was it ? 

Mr. Broun. Yes. 

Mr. Rivers. Could I ask the wicness a question, Mr. Chairman ? 

Mr. Boykin (presiding). Yes. 

Mr. Rivers. When you had this money deposited under your name 
in a special acccount—— 

Mr. Broun. That is right, sir. 
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Mr. Rivers. If you signed a check on this, how did you sign it? 

Mr. Broun. My name. 

Mr. Rivers. In the special account ¢ 

Mr. Brown. Yes. 

Mr. Boykin. As agent? 

Mr. Broun. No; special account. 

Mr. Rivers. Could you have bought a shirt with any of this 
money ¢ 

Mr. Broun. Of course. 

Mr. Rivers. Could you have bought an automobile / 

Mr. Broun. Of course. 

Mr. Rivers. Could you have bought a house ‘ 

Mr. Broun. Of course. 

Mr. Rivers. Were there any restrictions at all on this $300,000? 

Mr. Broun. No; it is a question of confidence, entirely. 

Mr. Rivers. I represent 400,000 constituents and IT do not know 1 
who would trust me with that much money. 

Mr. Boykin. Maybe his constituents do not have that much money. 

Mr. Witness, as I understand it, this was just put in a special ac- 
count and one bank cables another one to put that to your credit. 

Mr. Broun. To my disposal. 

Mr. Boyxrn. I imagine they were watching it pretty closely and 
if you started buying houses and automobiles they might start action. 
You paid out all of that money for stock for somebody and you have 
a list of that which you will submit ? 

Mr. Broun, Of course. 

Mr. Boykin. I think you did all right. I think if anybody trusts 
you that much you must be a great fellow. There is a Mr. Ross here 
representing the group that knows all about it and he is a lawyer and 
‘an answer this. What you did is being done every day. When you 
organize a company you have that company organized in a lawyer’s 
office, Mr. Zelenko’s office or anywhere else, and you set up officers 
and then transfer it. You have to put the money in somebody’s name 
to pay it to the people who buy the stock. You paid every nickel of 
that money to people who bought the stock. You gave a check to those 
people and have copies of those checks. 

Mr. Broun. Of course. 

Mr. Gross. If that is being done every day, Mr. Chairman, I am in 
the wrong business, 

Mr. Zetenxo. With the blessing of the Government. 

Mr. Boyxrn. He did not say that. 

Mr. Zetenxo. He did. 

Mr. Boyxin. No; he did not. Hesaid he read a letter from the law- 
yer in the Department of Justice, and I have every confidence in the 
Department of Justice. I understand they passed on it and I am going 
to ask them about it. It was April Fool Day when you came here, but 
we have lost a lot of time when we could have had a copy of this con- 
tract and there would be no trouble finding from whom the money 
came. You were just put there to issue these checks. I imagine you 
are a trusted person working for this shipping company and these 
people do trust you and the bank, I imagine, had pretty good instrue- 
tions as to how you were to pay out that money. I imagine when you 
gave them a check they got the stock. Is that the way it was? 

Mr. Broun. Yes, sir. 





this 


STUDY OF VESSEL TRANSFERS 349 


Mr. Rivers. Mr. Chairman, have you finished ¢ 

Mr. Borxry. No, but I think it would be a good idea to get this man 
here who advised him. He is in the room. Our counsel says he is 
here. Maybe we could ask him. 

Mr. Rivers. I want to say this. He responded to a question. I 
asked if he had liberty to spend this on anything he wanted and he 
said “Yes.” He is bound to be a man of great integrity, but I say he 
responded to a question I asked as to whether he could have bought 
anything on earth with this and he said “Yes.” He surely must under- 
stand E nglish. I am not apologizing to you for asking that question. 

Mr. Boyxry, I think it was a good question, Mr. Rivers. 

Mr. Rivers. I am talking about the witness. 

Mr. Boykin. Are there any other questions, gentlemen / 

Mr. ZeLENKO. That indicates that this was not a trust fund of any 
kind. 

Mr. Gross. I have one other question. I do not believe it has been 
brought out as to when you became a naturalized citizen. 

Mr. Broun. In May of 1953. 

Mr. Gross. Thank you. 

Mr. Boykin. Are there any other questions? 

Mr. ZELENKO. This witness has promised to bring down those checks 
in the next few days. 

Mr. Rivers. Let us hear the other man. 


STATEMENT OF EDWARD J. ROSS, ATTORNEY, BREED, ABBOTT & 
MORGAN, NEW YORK, N. Y. 


Mr. Boykin. Will you give the reporter your name ? 


Mr. Ross. My name is Edward J. Ross. I ama member of the law 
firm of Breed, ‘Abbott & Morgan. We have acted as counsel in vari- 
ous matters that have been be fore the committee. I am here at the 
request of Mr. Drewry. 

Mr. Drewry. Whom did you represent at the time that we have 
been discussing with Mr. Broun ? 

Mr. Ross. We represented all the parties who were defendants in 
any of these litigations brought by the Government that were in any 
way connected with United States Petroleum Carriers or any of its 
subsidiaries, or with Mr. Onassis or his relatives. or with any of the 
foreign corporations which have been referred to. There were other 
defendants that we did not represent ? 

Mr. Drewry. That was in both the criminal and civil matters? 

Mr. Ross. Both criminal and civil; yes, sir. 

Mr. Drewry. Are you familiar with the transaction whereby Mr. 
Broun became the stockholder ? 

Mr. Ross. I am familiar in a secondary way with what happened, 
because it was handled by Mr. Bailen. I have firsthand familiarity 
with he necessity for it, with the mechanics and what was sought to 
be accomplished by it. 

Mr. Boyxrn. Who is Mr. Bailen? 

Mr. Ross. Mr. Bailen is an attorney who worked for these com- 
panies as tax counsel and on economic and financial matters. 

Mr. Rivers. May I inquire? 
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He is not a member of your firm? 

Mr. Ross. No, sir. 

Mr. Rivers. You happen to know him by association in the New 
York bar ? 

Mr. Ross. No; we were associated in the matter. He did not ap- 
pear in the litigation, but participated with us in the settlement ne- 
gotiations, and handled many aspects. 

Mr. Rivers. You did not represent Mr. Broun? 

Mr. Ross. I have never represented Mr. Broun. I represented Cen- 
tral American Steamship in the criminal case. 

Mr. Rivers. Your knowledge of this transaction is the information 
which you garnered from conversation with Mr. Bailen ? 

Mr. ‘Ross. Only partially, sir. I have firsthand knowledge of what 
had to be done with the stock in order to accomplish the settlement. 
I have secondhand knowledge of the mechanics that were used to carry 
this out, and I have also seen the documents that apply to the transac- 
tion. 

Mr. Rivers. Are you familiar with the specific document to which 
he referred ? 

Mr. Ross. Yes, sir. I am. 

Mr. Garmatz. Will the gentleman yield / 

Mr. Drewry. Yes. 

Mr. Garmarz. We had a list turned over by the Department of 
Justice. You and Mr. a had reference to Bailen & O’Sullivan, 
the attorneys, 515 Madison Avenue, New York 22, N. Y. That is 
on the list here. I think we all received a copy of the list the other 
day. 

Mr. Zetenxo. Mr. Chairman, I have a question, if you do not 
mind, sir, just to clarify the matter. 

Mr. Broun said that a lawyer told him to do all this, a man named 
Bailen, and I think we should have him. Mr. Ross apparently was 
in some other part of the transaction. 

Mr. Ross. I think I can clarify the transaction. 

I have spoken to Mr. Bailen about it. 

Mr. Zevtenxo. Is Mr. Bailen available? 

Mr. Ross. Not today, sir. I have discussed the matter with him, 
and I know what he accomplished. 

Mr. ZetenKko. We would like to hear him. 

Mr. Drewry. I would like to hear from you, Mr. Ross, on matters 
on which you have firsthand knowledge as to the reasons for carrying 
through this transaction in the particular way in which it was car- 
ried through. 

Mr. Ross. One of the conditions of our settlement with the Gov- 
ernment was the citizenship-ownership of these American companies. 

Mr. Ze.enxo. I honestly promise that I will not interrupt when 
you go ahead. 

Will you tell us whether you are going to talk about the civil set- 
tlement with the Government or the criminal settlement, or both, 
because we have had that here. Please be specific. 

Mr. Ross. At the moment, I am addressing myself to the civil set- 
tlement. 

Mr. ZecenKko. When you talk, will you tell us to which one you 
refer ? 

Mr. Ross. I will try to be more precise. 
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On December 21, 1955, we entered into a settlement agreement with 
the United States Government to dispose of all pending civil litigation. 
One of the conditions of this agreement was that the ow nership | of the 
four American companies, United States Petroleum Carriers, West- 
ern Tankers, Victory Carriers, and Trafalgar Steamship Co., be re- 
constituted in a way that would satisfy the Department of Justice that 
these companies were citizen owned and citizen controlled. 

We had an understanding with the Department of Justice that was 
reflected in a separate letter, that they would be satisfied with the citi- 
zenship of these four companies if 75 percent of the stock of United 
States Petroleum Carriers and 75 percent of the stock of Trafalgar 
Steamship Corp. were put in a trust, which trust was to have a cor- 
porate trustee that was an American citizen, and could be for the bene- 
fit of the two children of Mr. Onassis. 

Mr. Boykin. That was our Department of Justice. 

Mr. Ross. That was the provision of our settlement agreement with 
the Department of Justice. 

Mr. ZELENKO. Will the gentleman yield ? 

You do not contend that this trust business is in the settlement ? 

Mr. Ross. It w as part of the settlement; yes, sir. 

Mr. ZetenkKo. I did not read it in here. 

Mr. Ross. The settlement had a blanket provision that we had to do 
something to satisfy the Department of Justice that we were citizens, 
and, if we did not satisfy them of our citizenship, all 23 vessels would 
be forfeited, which was a very heavy penalty to pay, and therefore 
we were very anxious to satisf ) them th: aut we were citizens. 

We did not wish to leave ourselves exposed to whatever decision the 
Department of Justice might make, or whatever requirements it might 
impose as to citizenship in the future, so that we got a separate letter 
that said that, if we set up a trust, that would be one way of complying 
with the citizenship requirements. There may have been other ways, 
but we were protected by at least having that one method. 

Mr. Zetenko. Mr. Chairman. 

Mr. Boyxrn. Let him finish the answer. 

Mr. Rivers. Let him finish before you interrupt. 

Mr. Ross. This is background on the transaction on which you inter- 
rogated Mr. Broun. I will give you a simple presentation, and I think 
it will make it clear. 

Mr. ZeLeENKO. I would like to ask a question at this point. 

Mr. Rosrson. Mr. Chairman, we have heard from Mr. Zelenko all 
morning. Some of us would like to hear the witness. 

Mr. Ross. I can be brief, leading up to the steps in this transaction. 

Mr. ZeLeNnKo. I would like to ask a question dealing with what the 
witness said. 

Mr. Auten. Mr. Chairman, I would like to hear a statement and 
then question on the statement. 

Mr. Garmatz. I agree with you. 

Mr. Boykin. Let us do that. You have had 95 percent of the time. 
When he gets through, you may ask all the questions you want. We 
will stay here and do without lunch for you to ask all the questions you 
want. 

Mr. Zeten«ko. I yield to each and every gentleman, and I shall wait, 

Mr. Rivers. I agree with the chairman. I would like him to get to 
the point where he can explain Mr. Broun’s points. 
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Mr. Zevenxo. I agree, sir. 

Mr. Boykin. Write your question down and keep it until he gets 
through, and we will go back to it. 

Mr. Ross. The problem that confronted us was to come up with a 
setup that would satisfy the Department of Justice that we were 
citizen-corporations, and by “we,” I refer to the four domestic com- 
panies whose names have been given. 

We had the safeguard that one method of citizenship was a trust 
with 75 percent of the stock in the trust and with a corporate trustee 
as trustee. 

Therefore, we had the problem first of finding a corporate trustee 
that would be willing to act in a rather complex and somewhat un- 
familiar situation, for which there was little precedent. We also had 
a further problem that Ariona had only 49 percent of the stock, but 
the requirement was that 75 percent of the stock be put in the trust, 
so that we had to arrange to obtain at least 75 percent which would 
be put in the trust. This meant that the stock had to be purchased 
from other stockholders who owned the stock and who were free to 
sell or not to sell, as they chose. 

Therefore, we went about the problem, or approached the problem, 
of purchasing the stock from these other stockholders, which had to 
be done and which was a matter of negotiation. 

did not participate in those negotiations, but I knew that they 
were going on and they were ultimately accomplished. 

Now, they were accomplished, however, before we had a corporate 
trustee who could act in the trust. We were consulting many banks 
and asking people to act, and it was some time before we were intro- 
duced to the Grace National Bank which was willing to act in the 
situation because it was a bank that had peculiar connections, special 
connections in the shipping field, which most banks in New York did 
not have. 

Therefore, we were faced with the problem of no trust and no 
trustee, but the negotiations for the acquisition of the necessary stock 
had been completed and we wanted to know that we had that stock 
somewhere so that when the trust would be set up, it could go right 
into the trust, and we would not have to worry about finding Mr. 
Berenson, who lives abroad, or some other people who were owners 
of the stock, or that someone might change his mind or decide that 
he wanted more money for the stock, or preferred not to sell. We 
were faced with all those problems. 

Mr. Bailen took it up with the Justice Department and said, “We 
have now reached a point where we can buy the stock, but we cannot 
put it in Mr. Onassis’ name, or can we put it in his name?” 

I think the request was “Can we put it in his name merely for the 
purpose of holding it until such time as the trust is constituted and 
a trustee is acting who can receive the stock ?” 

Mr. Onassis wrote a letter to the Department of Justice making 
that request. The reply came back, “We don’t think it ought to be 
put in your name. That would require the approval of the Maritime 
Commission, but it is all right if you get a nominee who will hold the 
stock under instructions that, when the trust is constituted, he would 
put the stock in the trust and would return the 25 percent to Ariona.” 
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We received such a letter from the Department of Justice, saying 
that that was a preferred method of handling it, rather than to have 
the stock in the name of Mr. Onassis. 

There were only two alternatives. One was if we got the trust 
established in time, then the stock would go into the trust. We had to 
get that date extended because the deadline in the settlement agree- 
ment was May 31. We were working very hard to meet that des idline. 
We were unable to do so, and obtained an extension from the Justice 
Department. If we ultimately did not meet the extended date, the 
ships would be forfeited and the stock would be worthless anyway. 
If we did meet the deadline, then the stock would go into the trust. 

Mr. Broun was the person selected by someone. I ‘did not make the 
selection, but I think it was a very good one. He was to hold the stock 
on these terms and conditions. These terms and conditions were all 
expressed in the correspondence with the Justice Department. 

I think that is the story about the stock in a nutshell. 

Mr. Boykin. Now you may inquire, Mr. Zelenko. 

Mr. ZeLenKo. I want to get back first to this settlement. 

Are you familiar with the criminal settlement as well as the civil 
settlement ¢ 

Mr. Ross. I am familiar with both. 

Mr. ZeELENKO. It was part of one package, was it not 

Mr. Ross. It depends on what you mean by the word “package.” 

From our standpoint, we were interested in settling the litigation 
both the civil and criminal, and I so advised the Department of 
Justice. 

Mr. ZeLeNKo. In other words, you wanted to get your clients out of 
the criminal case as well as out of the civil case ? 

Mr. Ross. That is right. That was our interest. 

Mr. Zecenko. That was the package. I may not have used the right 
word, but it was one deal, civil, criminal and everything, cleaned up; 
is that right? 

Mr. Ross. No,sir. I donot mean to quibble on words. That was our 
objective. We wanted to get both cleaned up at the same time. 

The Justice Department made it quite clear to me that, from their 
standpoint, I had to deal with the Civil Division on the one side and 
that division would have nothing to do with the criminal case, and I 
had to conduct independent negotiations with the Criminal Division. 

Mr. ZELENKO. You were conducting them with 1 law office, with 
1 civil department and 1 criminal department; all 1 law office, the De- 
partment of Justice, and it ended up with a whole cleanup, a package 
criminal, civil, and everything else ? 

Mr. Ross. That is what we tried to accomplish, and I made the 
argument that we were dealing with one Department of Justice, but 
met with the separate divisions within the Department, and we had to 
have our separate negotiations with the Civil Division and our sepa- 
rate negotiations with the Criminal Division. 

Mr. Santanceto. Would you yield ? 

Mr. ZetenxkKo. I yield. 

Mr. SantTanGe.o. Would you have settled the criminal case without 
settling the civil case ? 

Mr. Ross. I imagine I would have. 

Mr. Santrancero. Would you have settled the civil case without 
having settled the criminal case ? 
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Mr. Ross. I was happy not to have been faced with that problem. 

Mr. Zevtenko. As far as you were concerned, it ended up as a pack- 
age deal ? 

Mr. Ross. It ended up as a setlement of both bits of litigation, 
which was our purpose. 

I cannot say, from the standpoint of both parties, that it was a 
package deal, because Justice Department always took the position 
that they would not make a package deal. 

Mr. ZELENKO. They took one position, but they followed your idea? 

Mr. Ross. I do not want to characterize their behavior. I can only 
say that we accomplished both. 

Mr. Zetenxo. You did. 

Mr. Ross. As attorneys. 

Mr. Ze.tenxo. In the settlement of the civil cases, the whole ides 
was this: that they were going to get these companies out of foreign 
ownership and into American citizenship. Was that not generally 
the idea? 

Mr. Ross. That was the purpose of the Justice Department. 

Our position was that they were never in foreign ownership. 

Mr. Zevenko. You signed a paper in which you admitted, in effect 
that they were in foreign ownership. That is why you settled the 

case. 

Mr. Ross. That was imposed by the Justice Department, if you 
mean the guilty pleas of the corporations. 

Mr. Ze.enxo. I am talking about the civil case. I am not on the 
criminal case. I just want to talk about the civil settlement. 

Part of the civil settlement, as 1 believe I read in the agreement, 
was that you were going to turn these companies into American citi- 
zenship ownership. That was the purpose of it. That is why you 
eve ntually got the trust. 

Mr. Ross. I think the settlement agreement provides that there were 
these conflicting contentions, and I think I expressly stated that we de- 
nied that we were alien controlled. but we agreed, to satisfy Justice, 
that we would be American controlled. We were always satisfied that 
we were American controlled. 

The Justice Department differed with us, which was what made the 
lawsuit, and we agreed in the settlement agreement, as I recall, to 
satisfy them by the standard they were adopting, that we were citizen 
controlled. 

Mr. ZectenKo. Mr. Ross, have you people contended all the time 
that you were not alien controlled / ? You nevertheless pleaded certain 
of your corporations guilty to an indictment charging them with 
fraud, charging them with the fact that they were hiding that fact 
that they were aliens, and you plead them guilty; did you not? 

Mr. Ross. ‘That is correct. 

Mr. Zetenxo. Is that not inconsistent with the positon which you 
have just taken and which you said, “We always denied that we were 
aliens,” when you just now tell us that you ple: ad guilty to that charge? 

Mr. Ross. That is correct. That was the price exacted by the Justice 
Department as a condition of making the criminal settlement. 

When I first approached them on ‘the problem, I simply took the 
position that there was so little merit to their case that they should 
just dismiss it, which they refused to do. 
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My next effort was to get nolo contendere pleas for the corporation, 
which I was unsuccessful in, and the ultimate requirement was that 
these corporations would plead guilty, and they decided that they 
would accept these terms. { 

Mr. ZeLen«Ko. I want to get this down to nonlegal language. You 
tell us that you, as a lawyer for these people, knew or felt that they 
were innocent of any charge under the indictment. 

Mr. Ross. That is correct. 

Mr. Zetenxo. And nevertheless you say you went in and pleaded 
them guilty even though you knew they were innocent because the 
Government wanted to exact a price. Is that what you told us just 
now ¢ 

Mr. Ross. That is it in substance with, of course, the express au- 
thorization from the corporations that they were willing to enter 
guilty pleas in order to dispose of the litigation. 

Mr. Zetenko. That was part of a deal. They were going to plead 
guilty in order to work out some kind of a civil settlement. Is that 
not in substance what you have just told us? 

Mr. Ross. No, sir. 

Mr. Zetenxo. Let me review it. You have innocent clients and 
you walk them into the court and plead them guilty and you say you 
pleaded them guilty because the Government wanted to exact a price. 

Mr. Ross. As a condition of dismissing the indictment against the 
individual defendants. 

Mr. ZeLENKO. You were trading out other defendants for the ones 
that you pleaded guilty. Are you telling us that you pleaded innocent 
clients guilty in order to let other people out of the case? Is that 
what you just told us? 

Mr. Ross. No, sir. 

Mr. Santance.o. Mr. Zelenko. 

Mr. ZELENKO. I yield. 

Mr. Ross. I can answer your question if you desire. 

Mr. Boykin. Let him answer the question. 

Mr. SANTANGELO. I withdraw my question. 

Mr. Ross. Ariona owned 49 percent of United States Petroleum 
Carriers, Inc., and one of the defendants in the criminal case was Mr. 
Onassis who is reputed to be an owner of Ariona at least in substan- 
tial part. A second defendant in the criminal case was Robert L. 
Berenson, who owned 48 percent, making an aggregate of 97 percent 
of the stock of this corporation being owned by the two individuals 
who were in the criminal case; and it was, as far as the American com- 
panies were concerned, those corporations which took a guilty plea on 
an understanding that the indictment would be dismissed as against 
the individual defendants who together or through their companies 
owned 97 percent of the the stock of the corporation. 

Mr. ZeLenxo, Is that not what you said, that you pleaded certain 
chents guilty with the understanding that other people, Onassis and 
Berenson, would be let out of the indictment. Is that not what you 
just told us? 

Mr. Ross. Yes, sir. 

Mr. ZeELENKO. Is that not what I asked you? 

Mr. Ross. No; you asked me whether we did it as a condition of 
settling the civil litigation. 





356 STUDY OF VESSEL TRANSFERS 


Mr. Zetenxo. Let us get to the criminal case. In the criminal 
case we both agree that you had innocent clients whom you pleaded 
guilty in order to have indictments dismissed against Onassis and 
Berenson. That is the substance of what you have told us. 

Mr. Ross. Your remark has an implication that these innocent 
clients were entirely separate and apart from the two individual 
defendants. Actually, the two individual defendants together con- 
trolled 97 percent of the corporate client that was pleaded guilty. 

Mr. Zetenko. Now, Mr. Ross, we will get this into laymen’ s lan- 
guage, if we can, sir. The criminal indictment had the possibility, 
in case of conviction, of a jail sentence for individuals. ‘There was 
the possibility ; is that right? ? 

Mr. Ross. That is right; yes, sir. 

Mr. ZeLeNKo. But you cannot put a corporation in jail. We know 
that. 

Mr. Ross. That is correct. 

Mr. Zevenxo. All right. Now, you had Onassis in person. If 
convicted, a judge might send him to jail. 

Mr. Ross. Yes, sir. 

Mr. Zetenxo. You had Berenson in person and if convicted the 
judge might send him to jail. 

Mr. Ross. Correct. 

Mr. Zetenko. You had then corporate clients, separate clients, a 
number of companies also indicted who, even if convicted, could not 
go to jail. 

Mr. Ross. Correct. 

Mr. Zevenxo. And you have contended and you have told us here 
for the last 20 minutes that it was your feeling and your knowledge 
of this case that all of these people were innocent to this charge in 
the indictment. Is that what you told us? 

Mr. Ross. That is correct. 

Mr. ZeLtenxo. Including the corporations? 

Mr. Ross. That is correct. 

Mr. ZeLtenxo. And then you have also told us that you had these 
corporations, separate defendants under the indictment, even though 
innocent, plead guilty so that the indictment against Onassis and 
Berenson would be dismissed. Is that what you told us in plain 
language ? 

Mr. Ross. No, sir. When you say that I had them plead guilty I 
think you are giving an erroneous twist to the transaction. 

Mr. Zetenxo. Were you the lawyer? 

Mr. Ross. I entered the guilty pleas in Federal court under in- 
structions from our clients that they were prepared to accept this 
arrangement and enter the guilty pleas. 

Mr. Zetenxo. You were the lawyer for these clients ? 

Mr. Ross. That is correct. 

Mr. Zetenko. You were the legal adviser ? 

Mr. Ross. My firm was. 

Mr. Zetenxo. That includes Mr. Tuttle, a very eminent criminal 
lawyer, former United States attorney for the district of New York. 

Mr. Ross. That is right, sir. 

Mr. ZetenKo. You represented these corporations and individu- 
als; right? 

Mr. Ross. Correct; yes, sir. 
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Mr. ZELENKO. You had discussed the matter of guilt or innocence 
with them ? 

Mr. Ross. That is right. 

Mr. Garmatz. Mr. Chairman. 

Mr. Zetenxo. I want this answer, and I think you can give it to 
me, Mr. Ross. You had innocent defendants, corporations whom you 
represented, gps firm or yourself, and you pleaded them guilty in 
the criminal case on condition that the individual defendants, 
Onassis and Mictaaaie and maybe some others, have their indictments 
dismissed against them. Now is that, in simple language, what you 
have told us? 

Mr. Ross. That is the settlement we made of the criminal indict- 
ment and that is how it was effectuated. 

Mr. Rivers. Could I ask a question there / 

Mr. Ross. Yes, sir. 

Mr. River. Was there any pretrial of this ¢ ase! 

Mr. Ross. What do you mean by “pretrial”? We had preliminary 
motions. We made one motion to dismiss the indictment as against 
individual defendants on the ground that they acquired immunity by 
reason of having testified before the grand jury. We had other mo- 
tions for the production of bills of particulars and for examination 
of documents under rule 17 (c) of the Rules of Criminal Procedure. 
There were many pretrial procedures before Jadge Youngdahl. 

Mr. Rivers. Did you ever make any agreement with the United 
States attorney as to what would happen if you entered a guilty 
plea? 

Mr. Ross. With the Department of Justice / 

Mr. Rivers. Yes. 

Mr. Ross. Yes, sir. 

Mr. Rivers. One of those conditions was that they would work out 
this criminal and civil action so that you could retain the ships. 

Mr. Ross. No, sir. The civil was handled entirely independently 
of the criminal. 

Mr. Rivers. It was never discussed as a part and parcel of the 
criminal action ? 

Mr. Ross. No, sir. 

Mr. Rivers. It was never discussed as a condition for your plead- 
ing these clients guilty? You entered the plea when the case was 
finally called for determination ? 

Mr. Ross. That is right. I was the attorney who appeared. 

Mr. Rivers. Did you have any assurance from whoever represented 
the Department of Justice at that trial as to what he would recommend 
or what would be done by the judge ? 

Mr. Ross. No. 

Mr. Rivers. You never knew? You never hazarded a guess as to 
what the judge would do? 

Mr. Ross. I was confident that the judge would act on the recom- 
mendation of the Department of Justice. 

Mr. Rivers. Did you have any agreement with them? 

Mr. Ross. I thought you said “judge.” 

Mr. Borxry. I think the agreement was that you would get 75 per- 
cent in American hands. 

Mr. Ross. If I understand, Mr. Rivers, correctly, I thought you 
were asking me whether we had any understanding with the Criminal 
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Division as to the return of the ships which was part of the civil set- 
tlement and which we did not discuss with the Criminal Division. I 
misunderstood your question. 

Mr. Rivers. Then I reframe my question by saying, Did you have 
any agreement with the Justice Department and/or the judge as to 
what would be the final determinations of the criminal case with re- 
spect to these two individuals? 

Mr. Ross. We had no agreement with the judge or any court. I had’ 
an understanding with the Department of Justice, which was oral, 
that it would recommend a dismissal of the indictment as against the 
individual defendants if the corporate defendants pleaded “guilty to 
certain counts. 

Mr. Rivers. Then that left you free to pursue the civil case because 
the ships were, in effect, tied up. 

Mr. Ross. That is correct. 

Mr. Rivers. I am talking about the attorneys. I am just trying 
to get the fact, because I recognize that this previous witness had a 
langu: ige barrier and you notice that I did not try to tie him up. He 
said it was a pleasure to be here and everywhere. 

Mr. Ross. I think he meant it. 

Mr. Rivers. I did not want to get him confused. Now, in order to 
get the ships out of the woods, so to speak, and the Government had 
all of them, they agreed to this gentleman, Mr. Broun, acting as trustee 
for these Onassis individuals. 1 imagine some of them were minors. 
I do not know who they were. They were unnamed people. In order 
for the Government’s security to still be intact, he was approved to 
handle this stock transaction. Is that the understanding ? 

Mr. Ross. This came, as I understand it, in March. 

Mr. Zecenxo. Will the gentleman yield ? 

Mr. Ross. The indictment was dismissed in December 1955. 

Mr. Rivers. We have finished with that. Now, after that was dis- 
posed of, then he came into the picture on the civil end because the 
Government had the ships. They could confiscate them if you did not 
meet their demands. They said “You do this or we take the ships.’ 
So the representatives of Onassis interests came up with this man 
Broun. 

Mr. Ross. There was no problem finding a citizen nominee to hold 
the stock during this time. 

Mr. Rivers. They found him. 

Mr. Ross. He was there. 

Mr. Rivers. Your problem was to get the stock. 

Mr. Ross. Our spidilain was to acquire enough stock to put into the 
trust. 

Mr. Rivers. To satisfy the Department of Justice. 

Mr. Ross. Yes, sir. 

Mr. Rivers. Then you came up with this man. Here is my question. 
Was he acting as a trustee / 

Mr. Ross. I would say as a nominee or escrow agent would be more 
accurate. 

Mr. Rivers. Was he approved by the Department of Justice as an 
escrow agent ¢ 

Mr. Ross. I did not handle that personally. I understand that the 
Justice Department approved a procedure whereby it could be put in 
the name of any citizen and he, being a citizen, was selected. 
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Mr. Bailen tells me, though, that he believes he called the Justice 
Department and advised them orally that Mr. Broun would be the 
one holding it and ultimately, if I recall correctly, we sent a letter to 
the Justice _ Department descr ibing the stock transfers that had taken 
place so that it knew that Mr, Broun had been holding the stock. 

Mr. Rivers. That really does not impress me, unless you have some 
kind of evidence to back it up. I do not know whether it impresses 
you from a legal standpoint. 

The thing I want to discover is, when he got this money and de- 
posited it in Grace National Bank, which handled maritime trans- 
actions, that money was secure for the purpose of buying that stock, 
and when the stock was purchased the stock was secure. 

Mr. Ross. I am not sure I understand your question, sir. 

Mr. Rivers. When he got this money, from whomever he received 
it, and deposited it and got the stock, that stock was secure, so far 
as the Government was concerned, to release those ships ? 

Mr. Ross. No, the ships were not released until August 10, when 
the trust instrument was signed and the stock was deposited in the 
trust. All these ships were operating under the custody of the respec- 
tive courts in which they had been seized. There were certain ships 
that had not been seized, and we entered into operating agreements 
with the Government that gave the Government control. 

It was not until Mr. Broun turned the stock over to the Grace Na- 
tional Bank on August 10, 1956, that we were free to get these ships 
released from court custody. 

Mr. Rivers. Then the bank was trustee and was so named ? 

Mr. Ross. Yes, sir. 

Mr. Rivers. That clears up the whole thing. 

Mr. Boykin. I do not think that Mr. Broun ever saw any money, 
As I understood it, one bank cabled another. 

Mr. Rivers. What Mr. Broun could not explain to me was that he 
got the money and bought the stock and deposited it with the Grace 
National Bank and, when the Grace National Bank got the stock, the 
Government could contact Grace because that is a New York corpora- 
tion. 

Mr. Ross. I think Mr. Broun was in the position of a citizen who 
was asked to hold the stock because it had to go somewhere until it 
was turned over. 

May I read one thing which will clarify it, from the request made 
to the Justice Department ? 

Mr. Boykin. Whose letter is this? 

Mr. Ross. This is a letter from Mr. Onassis to the Civil Division. 

Mr. Zecenxo. Is that Mr. Onassis in person ? 

Mr. Ross. It appears to be written for his signature. 

Mr. ZeLeENKO. You know his signature? 

Mr. Ross. I do. 

Mr. ZeLEnNKO. You have been his attorney-in-fact ? 

Mr. Ross. Only for the purpose of signing the settlement. 

The document I have has been conformed for the signature in a 
carbon copy. I assume that Mr. Onassis signed it, because it is 
written for his signature. 
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MarcH 1, 1956. 
Re United States Petroleum Carriers, Inc., etc. 
Ci1vit Division, DEPARTMENT OF JUSTICE, 
Washington, D. C. 
(Attention: Mr. Morton Liftin) 

GENTLEMEN: I refer to our discussions, during the course of our settlement 
negotiations, relating to the establishment of the domestic corporations as 
citizen companies. On the same matter, I also refer to the letter of Mr. Warren 
Burger to me dated December 21, 1955, issued pursuant to article IV of our 
settlement agreement of the same date. 

It is required that, in order to establish the domestic corporation contractors 
as citizen companies, there be transferred in trust for the benefit of minor 
children in my family who are United States citizens at least 75 percent of the 
stock of the USPC and at least 75 percent of the stock of Trafalgar Steamship 
Corp. This necessarily contemplates transfer to the trust of stock of USPC and 
Trafalgar belonging to the individual stockholders of these companies. 

Accordingly, I request your Department’s approval of the acquisition by me— 


meaning Onassis— 


solely for the purpose of eventual transfer to the trust, of any or all USPC and 
Trafalgar stock from such individual stockholders of these companies—in the 
case of USPC, from Robert L. Berenson (48 percent), Clifford N. Carver (1 
percent), Nicolas Cokkinis (1 percent), and Arne Storen (1 percent), and in 
the case of Trafalgar, from Nicolas Cokkinis (40 percent), Clifford N. Carver 
(10 percent), and George N. Coutsouvelis (10 percent )—as constituting a neces- 
sary step in meeting your Department's requirements for carrying out the settle- 
ment agreement. 

Nothing happened for several weeks, and on March 20, 1956, a re- 
ply was written. 

Mr. Zetenko. We have that letter. 

Mr. Rivers. I want to hear it. 

Mr. Ross. A reply was written to Mr. Onassis as follows: 

Receipt is acknowledged of your letter of March 1, 1956, requesting approval 
by the Department of your acquisition of certain outstanding stock of United 
States Petroleum Carriers, Inc., and Trafalgar Steamship Corp. solely for the 
purpose of transferring such stock to a trust for the benefit of your minor 
children who are citizens of the United States. 

In the light of restrictions now in effect with respect to the purchase of 
stock by noncitizens, we believe approval of acquisition of the stock by you 
would have to be obtained from the Maritime Administration. Such approval 
would not seem necessary, however, in the special circumstances of this situ- 
ation, if the stock, although paid for by you, were acquired in the name of 
any citizen to be held for the benefit of your minor children for the sole 
purpose of being subsequently transferred in trust for their benefit in carrying 
out the citizenship requirements of the December 21, 1955, settlement agree- 
ment. 

Yours very truly, 
WARREN E. BURGER, 
Assistant Attorney General, Civil Division. 

At that time, as I emphasized, all of our ships were either under 
court custody with a deputy marshal appointed by the court in 
charge, or else, if they had not been seized, to save the formality of 
seizure we accomplished the equivalent of court custody by agreement. 

Mr. Rivers. They were tied up? 

Mr. Ross. Yes, sir. 

Mr. Rivers. To follow the instructions in that communication then, 
someone got Mr. Broun ? 

Mr. Ross. That is right. 

Mr. Rivers. He got the stock. He turned it over to the Grace Na- 
tional Bank and they were then trustee ? 

Mr. Ross. That is correct. 
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Mr. Zecenxo. They were not at that time. 

Mr. Ross. They became trustee the day it was turned over. 

Mr. Zecenko. You are talking about the money. 

Mr. Rivers. I am talking about the stock. The stock was turned 
over by this gentleman to the Grace National Bank, and then you 
were out of the woods? 

Mr. Ross. We were out of the woods except that I had to go 
through the steps then of filing the settlement agreement. in each 
court ‘and getting the court to dismiss the action, disc harge the shore- 
side ¢ ustodian, and dischar ge the deputy marshals. 

Mr. Rivers. You were acting for the Grace National Bank then. 
Mr. Broun was out of the picture? 

Mr. Ross. Mr. Broun was just someone that was sitting there and 
they said, “You hold the stock because you are there : and Ww vill be there 
when we need you. We will not have to look for you.” 

Mr. Rivers. He had turned over the stock to a corporation known 
as the Grace National Bank ¢ 

Mr. Ross. That is correct. 

Mr. Rivers. They were then the agency on whom the Department 
of Justice could lay its hands if anything went wrong ? 

Mr. Ross. That is right. 

Mr. Rivers. They wrote the court orders, and it was a formality ? 

Mr. Ross. That is correct. 

Mr. Rivers. Then you say he turned over 75 percent to the Grace 
National Bank, and 25 percent was held by Ar a" 

Mr. Ross. I was talking about the 75 percent. I did not hear about 
the money until this morning, myself. He was merely a nominee 
holding the stock. 

L assume that what Mr. Broun was trying to say was that, when Mr. 
Onassis was trying to buy the stock, he had to have money to pay for 
it and Mr. Broun might have received funds from Montevideo for the 
purpose of paying the sellers of the stock. It had nothing to do with 
putting the stock in his name. 

Mr. Rivers. I think the confusion was caused in my mind by our 
trouble in understanding each other. 

Mr. Borxtn. Mr. Ross, this has all been settled with the Depart- 
ment of Justice, and they are satisfied with it. It has been settled 
with the Maritime Commission and they are satisfied. Everyone is 
happy. You paid up and pleaded guilty and did what you had to do 
to get your property back. Seventy-five percent of it happens to be 
in American hands? 

Mr. Ross. That is right. 

Mr. ZELENKO. No, sir. 

Mr. Boyxtn. The actions were settled in the courts of this land. 

Mr. ZetenKo. No, sir. 

Mr. Boyxtn. I was asking the witness. 

Mr. Ross. We filed the settlement in each court in which the action 
was pending, and the court entered dismissal of the action. In the 
case of the criminal case, that was in the court which had jurisdiction. 
In that sense it has been passed upon by the courts. 

Mr. Zetenko. Mr. Chairman. 

Mr. SANTANGELO. May I have just one question ? 

Were those criminal and civil cases settled on the same day / 

Mr. Ross. Y es. 
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Mr. Sanrancevo. In other words, you did not go through the crim- 
inal proceedings until you had arrangements to settle the civil pro- 
ceedings ? 

Mr. Ross. I put it the other way around. I was more concerned 
about the criminal case. 

Mr. Santanceto. You were concerned that the individual defend- 
ants be let off. You were not concerned too much with the conviction 
for a corporation because there would be no jail sentence ? 

Mr. Ross. There would be fines; yes, sir. 

Mr. Santancevo. That was dismissed before you got the civil pro- 
ceedings ? 

Mr. Ross. They were done on the same day. 

Mr. Sanrance.o. The negotiations and agreement as to the disposi- 
tion of the civil case came before the disposition of the agreement to 
dispose of the criminal case ? 

Mr. Ross. Negotiations were going on concurrently. They were 
very active on the civil end because there were many problems to nego- 
tiate. On the criminal end, they were not as active, but they were 
going on concurrently. 
~ Mr. Sanrancero. They were disposed of on the same day ? 

Mr. Ross. Yes. The settlement was made December 2i, and the 
indictment was dismissed on December 21. 

Mr. ZetenKo. I want to go back. I am going to run right through 
your testimony. 

You said that the Government exacted a price for the plea of 
guilty, and all the time you knew that everybody was innocent. Who 
in the Department of Justice accepted that guilty plea? I want the 
name of the Assistant Attorney General. 

Mr. Ross. May I just preface it with a revision of what I said. 

When I said “exacted a price,” that was my personal characteriza- 
tion of the situation. Actually, these were the terms which were re- 
quired by the Criminal Division in the Justice Department. 

Mr. Zetenko. You felt that it was exacting a price? 

Mr. Ross. I did. I felt that I would have preferred a nolo con- 
tendere plea, and I fought very hard to get the Department to ac- 
cept it. 

To answer your question, we dealt in the first instance with Mr. 
Warren Olney, Assistant Attorney General in charge of the Criminal 
Division. I believe that I also had more discussions with a Mr. Luce, 
whose first name I do not recall. I think he was first assistant to Mr. 
Olney, or a special assistant to Mr. Olney. 

I had discussions with a Mr. Irons, whose position I do not know. 

Mr. ZeELENKO. I have enough names now. 

I want to know this, sir. In spite of the fact that you had indicated 
to someone in the Government that your clients were innocent, they 
nevertheless went along with you to accept guilty pleas? 

Mr. Ross. That is right. They differed with my interpretation of 
the facts. 

Mr. Zetenko. They went along with you? 

Mr. Ross. That is right. 

Mr. ZetenKo. You say you are familiar with this transaction, 
with the trust. Let me go back to the settlement agreement. I want 
to refer to the paragraph we referred to before you read the letters, 
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which was that the Government wanted these vessels in American citi- 
zenship control, The settlement itself, of which we have been given 
copies, does not mention anything about a trust, does it? 

Mr. Ross. That is correct. 

Mr. ZeLenKo. It does not mention anything? 

Mr. Ross. That is correct. 

Mr. ZeLENKO. The Government was interested in American citizens, 
but you people were interested in having Onassis retain control of the 
ships, were you not? 

Mr. Ross. No, sir. Having accepted the conditions of the settle- 
ment, we are prepared to live up to those conditions. 

Mr. ZetenKxo. The conditions were American citizenship. You 
could have sold them to American companies, could you not? 

Mr. Ross. Yes. 

Mr. Zerenxo. That would have met the conditions? 

Mr. Ross. Yes. 

Mr. ZeteNKO. You could have sold them to American individuals, 
and that would have met the conditions ? 

Mr. Ross. There is no question about it. 

Mr. Zetenko. But, by arranging these trusts, it remained in the 
hands of Onassis interests ? 

Mr. Ross. No, sir. 

Mr. ZeELENKO. What was the purpose of the trust for Onassis’ two 
children ? 

Mr. Ross. The beneficial ownership was to remain in the two chil- 
dren of Onassis. We made the proposition to the Government. 

They took the position, quite properly, that Onassis’ children, being 
born in the United States, were not second-class citizens, that they 
were just as qualified to have beneficial ownership in the company as 
any other citizen; but, to assure that there would be no Onassis control, 
they insisted on a New York bank being a corporate trustee, free of all 
foreign influences. 

Mr. ZeL.eNKo. We have not gone into it, but that is assuming that 
the trust is what it is supposed to be. 

Mr. Ross. I believe it is. 

Mr. ZeLteNKO. If the trust does not turn over all of this to American 
citizens, then you would agree with me, would you not, that it is not 
meeting the Government’s requirement ? 

I am asking you only to assume this. Assuming that the trust has 
not turned over control of these ships to American citizens, but that 
the trust permits Onassis himself to control, then vou will agree that 
you have not met the Government’s requirements ? 

Mr. Ross. I have to know more about what is behind your question. 

Mr. ZELENKO. You say that you went into a trust ? 

Mr. Santance.o. Will you yield? 

I think the question is very simple. 

If the trust agreement does not give complete control to American 
citizenship, Mr. Zelenko’s position was that then you will say that the 
conditions have not been complied with, and that, therefore, the agree- 
ment should be null and void. 

Mr. Ross. No, I do not say that at all. 

Mr. ZeLtenko. Do you mean, sir, that if it should be shown that this 
trust does not divest Onassis of control, that nevertheless you have 
complied with the Government settlement agreement ? 
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Mr. Ross. Yes. 

Mr. ZELENKO. You say that if Onassis still has control of the ships? 

Mr. Ross. I say that, having signed a trust agreement which ih 
been approved by Maritime and the Department of Justice. 

Mr. Boyxrn. And the court. 

Mr. ZetenKo. Not the court. 

Mr. Ross. It was never presented to a court. 

Mr. Boykin. The Department of Justice did approve this and they 
are satisfied ? 

Mr. Ross. They are satisfied. The Maritime Administration had to 
approve it. It was satisfied. 

Mr. ZevenKko. The chairman asked you a question. Did the court 
approve the trust ? 

Mr. Ross. There was never any requirement that it be submitted to 
court approval, and it has not been submitted and will not be. 

Mr. Boyxrn. Everyone who is supposed to approve it has approved 
it and they are operating the ships and the ships are owned 75 percent 
by American citizens? 

Mr. Ross. Yes. 

Mr. Ze.enko, That is the question that this inquiry is undertaking 
because we have not yet gone into the trust. 

Mr. Borkrn. We will have to hurry to meet the call of the House. 

Mr. ZELENKO. Can we ask the witness to return tomorrow ? 

Mr. Boyxty. We are not having a meeting tomorrow. 

Mr. Zetenko. If we give you sufficient notice to come back, will you 
come back ? 

Mr. Ross. I am going to be in a trial here in Washington all next 
week and I will try, when that case is over, to come back. 

Mr. Boyxty. I think you made a splendid statement. It is very 
clear. I think that all of us understood it. 

Mr. Ross. Thank you very much. 

Mr. Ropzeson. So that there will be no confusion, the chairman will 
advise you. 

Mr. Boyxin. The committee will be in recess subject to the call 
of the Chair. 

(Whereupon, at 12:05 p. m., the committee recessed subject to the 
all of the Chair.) 
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STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


TUESDAY, APRIL 9, 1957 


House Or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 
The committee met at 10 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 
The CHairman. The committee will be in order. 


STATEMENTS OF GEORGE COCHRAN DOUB, ASSISTANT ATTORNEY 
GENERAL, CIVIL DIVISION; AND LEAVENWORTH COLBY, 
CHIEF, ADMIRALTY AND SHIPPING SECTION, DEPARTMENT OF 
JUSTICE—Resumed 


The CHarrman. The last time the present witness was before the 
committee, we reached a point of discussing the reason for the fixing 
of the prices in the trust. 

Now, in deference to the witness, is that where you would like to 
start this morning, Mr. Doub ? 

Mr. Dous. Yes, Mr. Chairman, I would like to continue that. 

The CHatrman. I think that, with respect to the trust, we had 
reached that point, had we not ? 

Mr. Dovus. That is right. Before doing so I would like to comply 
with your request, Mr. Chairman, of submitting in evidence certain 
exhibits. May I do that? 

The CHarrMAn. Yes, sir. 

Mr. Dovs. First, I was requested to produce a list of supervisory 
counsel by groups in all the tanker cases. I would like to submit such 
a list. 

(The list referred to follows :) 

COUNSEL REPRESENTING COMPANIES INVOLVED IN TANKER CASES 
I. “KULUKUNDIS” GROUP 

Seatrade Corp. (New York), Seatrade Corporation of Delaware, Aegean 
Marine Corp., Tramp Shipping, and Oil Transportation Corp. : 

Radner, Zito, Kominers & Fert, 1401 K Street NW., Washington 5, D. C. 
Hunt, Hill & Betts, by Peter Moraites, 120 Broadway, New York 5, N. Y. 
Alfange & Friedman, by Dean Alfange, 9 East 40th Street, New York, N. Y. 

Philadelphia Marine Corp. (Delaware), Philadelphia Marine Corporation of 

New York, Potrero Corp., Ciene Tanker Corp. : 

Radner, Zito, Kominers & Fort, 1401 K Street NW., Washington 5, D. C. 
Alfange & Friedman, by Dean Alfange, 9 East 40th Street, New York, N. Y. 
Lord, Day & Lord, by Henry C. Blackiston, 25 Broadway, New York 4, N. Y. 
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Metro Petroleum Shipping Co., Inc., and Metro Shipping Co., Ine.: 


Morris, Kix Miller & Baer, American Security Building, Washington 5, D. C, 
Radner, Zito, Kominers & Fort, 1401 K Street NW., Washington 5, D. C. 
Alfange & Friedman, by Dean Alfange, 9 East 40th Street, New York, N. Y. 
Hunt, Hill & Betts, by Peter Moraites, 120 Broadway, New York 5, N. Y. 
Alexander Diamond, New York, N. Y. 


Veritas Steamship Co., Inc.: 


Hunt, Hill & Betts, by Peter Moraites, 120 Broadway, New York 5, N. Y. 
Alfange & Friedman, by Dean Alfange, 9 East 40th Street, New York, N. Y. 
Radner, Zito, Kominers & Fort, 1401 K Street NW., Washington 5, D. C. 
Hill, Betts & Nash, by Peter Moraites, 26 Broadway, New York 4, N. Y. 


American Tramp Shipping Development Corp., and U. S. Waterways Corp.: 


Hunt, Hill & Betts, by Peter Moraites, 120 Broadway, New York 5, N. Y. 
Radner, Zito, Kominers & Fort, 1401 K Street NW., Washington 5, D. C. 
Alfange & Friedman, by Dean Alfange, 9 East 40th Street, New York, N. Y. 


Elam Shipping Corp. : 
Hlunt, Hill, & Betts, by Peter Moraites, 120 Broadway, New York 5, N, Y. 
II. “‘NIARCHOS” GROUP 
North American Shipping & Trading Co., Inc., American Pacific Steamship Co., 
Ventura Steamship Corp., and American Overseas Tanker Corp. : 


Becker & Maguire, 839 17th Street NW., Washington, D. C. 
Simpson, Thacher & Bartlett, 120 Broadway, New York, N. Y. 
L. E. P. Tylor, St. Swithin’s House, Walbrook, London, E. C., England 


II. “PEZAS AND LOS” GROUP 


Compass Steamship Corp. : 


Ober, Williams, Grimes Stimson, by Robert J. Williams, 640 Mathieson Building, 
Baltimore, Md. 


Pegor Steamship Corp. and Paroh Steamship Corp. : 


Weaver & Van Koughnet, by Donald E. Van Koughnet, Suite 705, 1701 K Street 
Street NW., Washington, D. C. 


Are Steamship Corp. and Steelcraft Steamship Corp. : 
Zock & Petrie, 52 Broadway, New York, N. Y. 


Iv. “CHINESE” GROUP 


The China International Foundation, Ine., United Tanker Corp., National 
Tanker Corp., Meacham Corp., Trans-World Maritime Corp., Oceanic Maritime 
Corp., American Viking Corp., and Mathiasen’s Tanker, Inc. : 

Lovejoy, Morris, Wasson & Huppuch, by Houston Wasson, 52 Wall Street, New 

York, N. Y. 

Williams, Anderson, Gay & Moore, by Thomas B. Gay, Richmond, Va. 
Baird, White & Lanning, by Edward R. Baird, Norfolk, Va. 

H. Merrill Pasco, Richmond, Va. 

Radner, Zito, Kominers & Fort, 1401 K Street NW., Washington, D. C. 


V. DRYTRANS AND TRANSFUEI 
Drytrans, Inc., and Transfuel Corp. : 
Stasser, Spiegelberg, Fried & Frank, by Joel Dolkart, 160 Broadway, New 
York, N. Y. 
VI. “ONASSIS” GROUP 
United States Petroleum Carriers, Inc., Victory Carriers, Inc., Western Tank- 
ers, Inc., Olympic Whaling Co., and Trafalgar Steamship Corp. : 


Breed, Abbott & Morgan, by Charles H. Tuttle, Edward J. Ross, and Colby 
Stilson 





B 
H 
T 


om Pe, FP 


~ 


i  Seete on ek Be Be 





STUDY OF VESSEL TRANSFERS 


Bailen & O'Sullivan, 515 Madison Avenue, New York, N.Y: 
Hunt, Hill & Betts, by Peter Moraites,; 120 Broadway, New York, N. Y. 
Thomas R. Lincoln, 655 Madison Avenue, New York, N. Y. 


The Carman. The record will show your associate present, Mr. 
Doub. 

Mr. Dous. I was also requested to submit a copy of the settlement 
agreement dated December 21, 1955, which I now offer. 

(The document referred to follows :) 


This Agreement, made the 21st day of December 1955 between the United 
States of America (hereinafter called the “Government”), acting through the 
Attorney General, party of the first part, and the individuals and corporations 
listed in Appendix A (thereinafter called the “Contractors” ), acting through their 
duly authorized officers or attorneys, parties of the second part, witnesseth : 

Whereas the Government claims the right to (i) forfeit the twenty-two vessels 
listed in Appendix B hereto, of which one has been sold (said twenty-one 
remaining vessels being hereinafter at times called the “Ship” or “Ships’’) ; 
(ii) recover from the Contractors earnings resulting from the operation of the 
Ships; (iii) accelerate the unpaid balances of United States Maritime Admin- 
istration mortgages (hereinafter called “the Maritime mortgages’) in respect 
of certain of the Ships; and (iv) recover other sums from the Contractors, or 
certain of them ; and 

Whereas such claims have been referred to the Department of Justice for 
prosecution in the courts, and in respect thereof the Government has seized 
eertain of the Ships which are now in court custody, and has commenced the 
actions and asserted the counterclaims set forth in Appendix C hereto; and 

Whereas the seized ships are covered by stipulations for their operation in 
the custody of the Court, with the proceeds of operation on deposit with Shoreside 
Custodians to be disposed of pursuant to the provisions of such stipulations, and 
the unseized Ships are covered by agreements for their operation, with the pro- 
eeeds of operation deposited with a Fiscal Agent, to be disposed of pursuant to 
the-provisions of such agreements; and 

Whereas certain of the Contractors have brought actions against the Govern- 
ment in the Court of Claims, as set forth in Appendix C, arising out of the 
purchase of certain of the Ships; and 

Whereas said claims of the Government are based on its contention that United 
States Petroleum Carriers, Inc., Victory Carriers, Inc., Western Tankers, Inc., 
and Trafalgar Steamship Corporation (hereinafter at times called the “Domestic 
Corporations”) do not qualify as citizens under the Shipping Act of 1916, as 
amended (hereinafter at times called the “shipping Act’), or under the registry 
statutes, by reason of alleged alien control of said corporations; and 

Whereas the Contractors dispute said claims of the Government, as asserted 
in pending litigation or otherwise, and claim that the Domestic Corporations 
fully qualify as citizens under the Shipping Act, and the Government disputes 
said claims of the Contractors asserted in the Court of Claims; and 

Whereas the Government and the Contractors desire to compromise and settle 
all civil claims and civil litigation based on claimed violation of the citizenship 
requirements of the registry and shipping laws of the United States, and claimed 
misrepresentations ; and 

Whereas the Contractors are willing to make such changes with respect to the 
management and control of the Domestic Corporations, and the ownership of the 
common stocks thereof as may satisfy the Government that they qualify as 
citizens under the Shipping Act; and 

Whereas the 8S. 8S. Camas Meadows has heretofore been severely damaged and 
sold for scrap, and the net proceeds of sale, aggregating One Hundred Twenty 
Thousand Dollars ($120,000), have been deposited with an escrow agent, pur- 
suant to agreement made May 6, 1955, pending determination of the respective 
rights to such fund of the Government, and United States Petroleum Carriers, 
Ine., and the First National City Bank of New York, as Trustee-Mortgagee, under 
a preferred ship mortgage and indenture dated as of September 1, 1951; 
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Now, therefore, in consideration of the premises and the mutual covenants and 
conditions herein contained, the parties hereto agree as follows: 


I 


The Contractors shall pay the Goverment, without interest, Seven Million 
($7,000,000) (together with all past unpaid instalments of principal, and interest 
at three and one-half percent (3% percent) per annum, on the Maritime mort- 
gages covering certain of the Ships, as set forth in Appendix D), on the terms and 
conditions set forth herein, to be paid as follows: 

(a) One Million Dollars ($1,000,000) shall be paid on the signing of this agree- 
ment. There shall first be paid out of said sum all said past unpaid installments 
of principal and interest on the Maritime mortgages. The balance of said One 
Million Dollars (1,000,000) then remaining shall be applied as a payment on 
account of said Seven Million Dollars ($7,000,000) . 

(b) Four Hundred Thousand Dollars ($400,000) shall be paid by the release, 
satisfaction and discharge by the Contractors of any and all claims which any 
of them may have against the Government arising out of the acquisition by the 
Domestic Corporations of any Ships from the Maritime Administration, or its 
predecessor, including, but not limtied to, the claims now being asserted against 
the Government in the Court of Claims, Actions Nos. 9-54, 70-54, and 206-55. 

(c) Such sum, but in any event not less than Two Million Dollars ($2,000,000), 
as shall be necessary to reduce the remaining balance payable hereunder to Four 
Million Dollars ($4,000,000) shall be paid by July 31, 1956. Payment on account 
of this sum shall be made in monthly installments of Two Hundred Thousand 
Dollars ($200,000) each, commencing February 1, 1956, and shall be paid in the 
first instance from the proceeds of certain charter hire, as provided in Article 
II, paragraph (a). 

(d) The balance of Four Million Dollars ($4,000,000) shall be paid in three 
equal annual installments payable, respectively, on July 31, 1957, July 31, 1958, 
and July 31, 1959, subject, however, to the provisions of Article II, paragraph 
(e), and Articles lil and IV. 

(e) The amount to be paid under paragraph (a) of this Article may be paid 
by the Contractors (i) by directing various Shoreside Custodians for all seized 
Ships and the Fiscal Agents for all unseized Ships to make specified payments 
to the Government out of funds in their possession, including funds held in the 
sinking funds for mortgage payments, aggregating Two Hundred Fifteen Thou- 
sand, One Hundred Thirty-four Dollars and Fifty-Eight Cents ($215,134.58) ; and 
(ii) by assigning to the Government amounts payable under charters with the 
Military Sea Transportation Service earned prior to the date of the signing o1 
this agreement (hereinafter called the “agreement date”). When the Govern- 
ment has actually received said past due unpaid installments of principal and 
interest on said Maritime mortgages, all Maritime mortgages covering Ships of 
Victory Carriers, Inc., and Western Tankers, Inc., shall be deemed to be in good 
standing and all defaults, based on failure to make payments when due, hereto- 
fore claimed by the Government in respect of such mortgages are waived and 
shall be deemed to have been fully cured. The Government, on receipt of said 
past mortgage payments, waives all claim to any additional interest, at the rate 
of two and one-half percent (244%) per annum, in respect of its claimed past 
defaults under Maritime mortgages. 

II 


The Contractors agree to furnish the following collateral to secure the prompt 
and faithful performance of their obligations hereunder : 

(a) Charter hire received by the Shoreside Custodians and the Fiscal Ageut 
for the Ships covered by the Maritime mortgages (hereinafter at times called 
the “Government-mortgaged Ships”), and not paid to the Government under 
Article I, paragraph (e), and all balances held by them shall be disbursed in 
accordance with the provisions of this paragraph. The balance of such charter 
hire, after making said disbursements, shall, on termination of the operating 
stipulations and the operating agreement for such Ships under Article V, para 
graph (e), be paid over to an escrow agent acceptable to the parties hereto 
There shall then also be assigned and paid to such escrow agent all charter hire 
on all such Ships, accrued from the date of such termination of said stipulations 
and agreements to July 31, 1956. The charter hire on all Government mortgage: 
Ships, whether received by the applicable Shoreside Custodians and Fiscal Agen 
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or by said escrow agent, shall be disbursed to cover the following matters for 
the period ending July 31, 1956: 

(i) First, there shall be paid, or provision shall be made for the payment 
of, operating expenses as hereinafter defined, for the Government-mortgaged 
Ships, incurred since June 1, 1955. On said termination of said operating 
stipulations and agreement, the escrow agent shall release to the Shipowners 
the funds required for the payment of such operating expenses. 

(ii) Second, after so paying or providing for operating expenses, there 
shall be paid to the Government commencing February 1, 1956, Two Hundred 
Thousand Dollars ($200,000) at the beginning of each month, to be applied 
against said Two Million Dollars ($2,000,000) required to be paid by July 31, 
1956. 

(iii) Third, there shall be paid to the respective Shipowners, an allow- 
ance for overhead at the rate of One Hundred Dollars ($100) a day for each 
Government-mortgaged Ship while operating, and Thirty-seven Dollars and 
Fifty Cents ($37.50) a day for each such Ship while idle. Such overhead 
shall accrue from the date of the signing of this Agreement, and the first 
payment shall be made on February 1, 1956. 

(iv) Fourth, the mortgage payments of principal and interest on the Mari- 
time mortgages covering the Ships of Western Tankers, Inc., shall be paid 
when due. 

(v) Fifth, the net balance, after making or providing for the payments 
set forth in subparagraphs (i) through (iv) hereof, shall be paid to the 
Government on July 31, 1956, as a further payment on account of said 
Seven Million Dollars ($7,000,000): provided, however, that any funds in 
excess of the amount necessary to reduce the Contractors’ obligation here- 
under to Four Million Dollars ($4,000,000) shall be paid to the Domestic 
Corporations, unless the operating stipulations and said operating agree- 
ment have not then been terminated, in which event said excess funds shall 
be paid to the Domestic Corporatiens on the termination thereof. 

On liquidation of the net balance in the escrow fund on July 31, 1956, as afore- 
said, and provided that the Contractors’ obligation hereunder has been reduced to 
Four Million Dollars ($4,000,000), said escrow arrangement shall terminate, all 
charters theretofore assigned to the escrow agent shall be reassigned to the re- 
spective Shipowners, and charter hire in the possession of the escrow agent 
‘overing a period subsequent to July 31, 1956, shall be paid to the Shipowner. 
Subsequent to July 31, 1956, or the date of the termination of said operating 
stipulations and agreement, whichever occurs later, and provided that the Con- 
tractors’ obligation hereunder has been reduced to Four Million Dollars ($4,- 
000,000), and subject to Article III, paragraph (a), the corporate owners may 
operate the Ships without restriction or Government supervision of any kind 
whatsoever, other than that generally applicable by law and regulation, or 
required by other agreements. 

(b) The charter hire from the Ships covered by private mortgages, namely, 
the six Ships of the United States Petroleum Carriers, Inc., the William A. M. 
Burden, Olympic Games, Federal, and Republic (hereinafter called the “pri- 
vately mortgaged Ships”), shall continue to be paid to the Shoreside Custodians 
and the Fiscal Agents for such Ships under the applicable operating stipulations 
and operating agreements, until the termination thereof, under Article V, para- 
graph (e). Said Shoreside Custodians and Fiscal Agents shall disburse said 
funds, as follows: 

(i) First, for payment of operating expenses, as hereinafter defined, for 
privately mortgaged Ships, incurred since June 1, 1955, and also as may be 
required to pay for operating expenses on the Government-mortgaged Ships 
after first utilizing funds available for such purpose under paragraph (a) 
of this Article; 

(ii) Second, such amount as may be necessary to complete the payments 
provided for in paragraph (a), subdivisions (ii), (iii) and (iv) of this 
Article after first utilizing funds available for such purposes under said para- 
graph (a); 

(iii) Third, the mortgage payments of principal and interest on the 
Maritime mortgages covering the Ships of Victory Carriers, Inc., shall be 
paid when due. 

(iv) Fourth, overhead for each of the privately mortgaged Ships, accruing 
from the agreement date, shall be paid to the respective Shipowners, at the 
same rates provided in paragraph (a) (iii) of this Article, the first payment 
to be made on February 1, 1956; 
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(v) Fifth, payment of. past and currently due installments of principal 
and interest on said private mortgages, on condition that the holders of said 
private mortgages agree.to repay to the respective Shoreside Custodians 
and Fiscal Agents all such amounts received by them, pursuant to this. sub- 
paragraph, if the Domestic Corporations shall fail to satisfy the Department 
of Justice as to their citizenship, as provided in Article IV hereof; and 

(vi) The net balance shall be held by said Shoreside Custodians and Fiscal 
Agents for the privately mortgaged Ships, until termination of the operating 
stipulations and agreements, and shall then be paid to the Domestic Cor- 
porations. 

(c) The term “operating expenses,” as used in this Article, shall include ali 
the expenses of the Ships incurred in operation (whether or not in ballast), 
and during periods of off-hire and lay-up and shall include, without limiting the 
generality of the foregoing, repairs, reactivation and towage expense, fees of 
ship agents in ports other than New York, premiums for insurance and surety 
bonds, reasonable compensation for said escrow agent, outside brokerage com- 
missions in obtaining charters, and all other expenses of operation, maintenance, 
custody and upkeep and repair; provided, however, that future repairs costing 
Twenty-five Thousand Dollars ($25,000) in excess of insurance recoverable 
with respect thereto shall require the prior approval of the Government, which 
approval shall not be unreasonably withheld. If repairs shall have been paid 
as an operating expense and the damage which made such repairs necessary has 
been compensated for by insurance, then such insurance proceeds shall be paid to 
the applicable Shoreside Custodian or Fiscal Agent, or to said escrow agent, as the 
case may be. The operating expenses shall be those accruing from June 1, 1955, 
to July 31, 1956. All items of expense which the Shoreside Custodians and 
Fiscal Agents are authorized to pay as operating expenses under the applicable 
operating stipulations and operating agreements shall also be deemed to be 
operating expenses for the purposes of this agreement, whether or not otherwise 
included within foregoing provisions. 

(d) The operating stipulations for seized Ships and the operating agreements 
as to unseized ships shall be deemed amended to give effect to the provisions of 
this Article. 

(e) With respect to the unpaid balance payable commencing July 31, 1957, as 
provided in Article I, paragraph (d), security satisfactory to the Government 
shall be furnished by July 31, 1956. The Government shall accept as satisfactory 
security for all purposes of this agreement, including, but without limitation, 
the provisions of Article V, paragraph (a), and Article IX, payment of One 
Million Dollars ($1,000,000) on July 31, 1956, in addition to the payments re- 
quired by Article I, paragraph (c), and an agreement by the Contractors to fur- 
nish on July 31, 1957, satisfactory security for the remaining balance due subse- 
quent to said date. Said additional One Million Dollars ($1,000,000) shall con- 
stitute a further payment on account of said Seven Million Dollars ($7,000,000), 
and shall be applied in reduction thereof. Following any such payment of an 
additional One Million Dollars ($1,000,000) on July 31, 1956, the remaining un- 
paid balance of said Seven Million Dollars ($7,000,000) shall then be payable in 
three equal annual installments on July 31, 1957, July 31, 1958, and July 31, 1959, 
respectively, and the security to be furnished on July 31, 1957, as aforesaid, 
shall secure the 1958 and the 1959 annual installments. 

(f) On payment of the balance of said Seven Million Dollars ($7,000,000) all 
security given in respect of said unpaid balance and not applied in reduction of 
said sum shall forthwith be returned by the Government. 


: 


III 

The Contractors further agree: 

(a) If security satisfactory to the Government is not furnished by July 31, 
1956, as provided in Article II, paragraph (c), title to the Ships shall be trans- 
ferred to the Government as of July 31, 1956. If the security described in the 
second sentence of Article II, paragraph (e), is furnished on July 31, 1956, and 
satisfactory security is not furnished by July 31, 1957, then title to the Ships 
shall be transferred to the Government as of said date. 

(b) The Ships transferred to the Government as of July 31, 1956, or July 31, 
1957, as aforesaid, or under Article IV (b) (i) and (ii) hereof, shall, if operating 
at the date of transfer, be transferred in good operating condition, ordinary 
wear and tear excepted. Any Ship not operating at the date of transfer shall be 
returned in a condition comparable to its present condition, ordinary wear and 
tear excepted. The Ships shall be transferred free and clear of all liens, except 
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presently existing mortgage liens as reduced by current payments, whether held 
by the Maritime Administration or by any of the private mortgagees named in 
Appendix E. The Ships shall include the furniture, furnishings, tackle, apparel, 
equipment, and other appurtenances, including, but not limited to, consumable 
stores, and spare parts, aboard at the time of transfer, and the Shipowner, agrees 
not to remove any of the foregoing items in anticipation of the transfer. Effective 
on the transfer of title to the Ships to the Government, except with respect to 
past due and unpaid installments of principal and interest, the Government will 
release and cancel all indebtedness which may then be due to the Government 
which is secured by the Maritime mortgages on any of the Ships so transferred, 
and the Government will thereupon release and cancel all Government mortgages 
upon the Ships, together with all notes and any other indebtedness for which such 
mortgages may constitute security, and shall also deliver to the applicable Con- 
tractors such instruments as may be necessary or desirable to evidence such 
release and cancellation, it being agreed that subsequent to such transfer of title 
the applicable Contractors shall not be required to make any payments, other 
than past due installments of principal and interest, on account of said mortgage 
indebtedness or mortgages. 

(c) If title to the Ships shall be transferred to the Government, as provided 
in paragraph (a) of this Article, then all payments made prior to the date of 
transfer shall be retained by the Government. If, at the time of the transfer 
of the Ships, as provided in paragraph (a) of this Article or within three months 
after said time of transfer, the unpaid balance of said Seven Million Dollars 
($7,000,000), has been reduced to Three Million Dollars ($3,000,000) or less, 
such payments, together with said transfer of Ships, shall be received and ac- 
cepted by the Government as an alternative basis for the settlement and com- 
promise of all litigation and all claims by the Government against the Con- 
tractors which are the subject of this agreement. In such event, the Government 
will release and discharge the Contractors of and from any and all liability 
with respect to said litigation and claims and with respect to the Contractors’ 
obligations under this agreement, as fully and completely, and with the same 
force and effect, as though said Seven Million Dollars ($7,000,000) had been 
paid in cash. 

If said unpaid balance has not been reduced to Three Million Dollars ($3,000,- 
000) or less, as aforesaid, said transfer of Ships shall not affect the obligation 
to pay said unpaid balance, except that the liability for the unpaid balance of 
said obligation shall be reduced by Three Million Dollars ($3,000,000) and the 
remaining balance shall become immediately due and payable. 

(d) Each Ship listed in Appendix B shall be fully covered by all customary 
forms of insurance. If any Ship is lost, the interest of the Shipowner in the 
insurance proceeds will be substituted for the Ship for the purposes of para- 
graph (a) of this Article. 

(e) Simultaneously with the execution of this agreement, bills of sale, con- 
veyances and instruments of transfer for each Ship listed in Appendix B shall 
be placed in escrow with an escrow agent acceptable to the parties hereto to 
secure to the Government the possible surrender of the Ships under paragraph 
(a) of this Article, and under Article IV (b) (ii). In addition, the registered 
owner of each Ship hereby irrevocably appoints the Attorney General, or his 
designee, as its true and lawful attorney to execute any further instrnments of 
assignment and transfer which may be necessary to make the provisions of 
said paragraph (a) and Article IV (b) (ii) effective, and such registered owner 
shall on request of the Government execute and deliver to it such additional 
instruments of transfer as may be necessary to accomplish the transfers pro- 
vided for in said paragraph (a) and Article IV (b) (ii). The foregoing de- 
posit in escrow of bills of sale, conveyances and other instruments is for the 
purpose of security only, and until a transfer shall actually have been made 
under paragraph (a) of this Article or Article IV (b) (ii), the present registered 
owner of each Ship shall be deemed to be the registered owner thereof for all 
purposes whatsoever, including, without limiting the generality of the fore- 
going, for the purpose of taking such oaths as may be required in connection 
with the reigstry and enrollment of said Ship. If, after compliance with Article 
IV (a) hereof, the Contractors shall furnish the Government with satisfactory 
security on either July 31, 1956 (other than said security involving the payment 
of an additional One Million Dollars ($1,000,000) ), or July 31, 1957, as above 
provided, then simultaneously with the furnishing of such security, all bills 
of sale, conveyances and any other instruments so deposited in escrow shall 
be returned to the respective parties who executed them, said appointment of 
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an attorney-in-fact shall forthwith be revoked, and said escrow arrangement 
shall be fully terminated for all purposes. 


IV 


(a) The Contractors agree to cause to be made by May 1, 1956, unless the 
Government agrees to an extension of this date, changes in the management, 
control and stockholders of the Domestic Corporations to satisfy the Department 
of Justice that they are citizen corporations within the meaning of the shipping 
laws and registry statutes. The Government hereby stipulates that on comple- 
tion of such changes and after the approval of the Department of Justice, each 
of the Domestic Corporations shall be deemed to be a citizen of the United States 
within the meaning of the shipping laws and registry statutes. 

(b) If the Contractors, by said date as it may be extended, shall fail to satisfy 
the Department of Justice that the Domestic Corporations are citizen corpora- 
tions, as aforesaid, then, at the election of the Department of Jusice, the follow- 
ing shall take place: 

(i) The Contractors hereby consent to the entry of decrees of forfeiture in 
each pending libel proceeding affecting a seized Ship, subject to the private 
mortgages, which shall be fully recognized; provided, however, that the 
Department of Justice will permit continued operation of the Ships under 
the applicable operating stipulations to enable full discharge of charter obli- 
gations then in effect. 

(ii) The Government shall take transfer of title to all unseized Ships, 
subject to the private mortgages, which shall be fully recognized ; provided, 
however, that the Department of Justice will permit continued operation of 
the Ships under the applicable operating agreements, to enable full discharge 
of charter obligations then in effect. 

(iii) All sums on deposit with the Shoreside Custodians for seized Ships 
and the Fiscal Agents for unseized Ships, and all funds thereafter received 
by them from continued operation of the Ships, including all accrued but 
unpaid charter hire, after making all payments required by the operating 
stipulations and operating agreements, and after paying all expenses of 
returning the vessels to United States ports, shall be paid to the Government 
and applied in reduction of the unpaid balance of said Seven Million Dollars 
($7,000,000), which shall become immediately due and payable. 

(iv) The forfeiture of seized Ships and the transfer of title to the Gov- 
ernment of unseized Ships, after their return to United States ports, shall 
be the equivlaent of a payment of Three Million Dollars ($3,000,000) against 
the unpaid balance of said Seven Million Dollars ($7,000,000). 

(v) The Contractors shall remain liable for the unpaid balance of said 
Seven Million Dollars ($7,000,000) after applying all amounts paid under 
this agreement, and the amounts received under subparagraphs (iii) and 
(iv) hereof. Payment of said unpaid balance, together with the forfeiture 
of all seized Ships and the transfer of title to all unseized Ships, shall be re- 
ceived and accepted by the Government as an alternative basis for the settle- 
ment and compromise of all litigation and all claims by the Government 
against the Contractors which are the subject of this agreement. Upon such 
payment, forfeiture, and transfer, the Government will release and discharge 
the Contractors of and from any and all liability with respect to said litiga- 
tion and claims and with respect to the Contractors’ obligations under this 
agreement, all as fully and completely, and with the same force and effect, as 
though said Seven Million Dollars ($7,000,000) had been paid in cash, and 
will also discharge and release all mortgaged indebtedness on Ships covered 
by the Maritime mortgages, except with respect to past due and unpaid in- 
stallments of principal and interest, and the provisions of Article V, para- 
graph (f), with respect to the recognition of the private mortgages, and those 
provisions of Article IX with respect to the release which relate to the private 
mortgagees, shall then apply, even though the Department of Justice may 
not be satisfied with the citizenship of the Domestic Corporations. All 
provisions of this agreement, for the benefit of the Contractors, and their 
agents and representatives, and for the private mortgagees, including, with- 
out limiting the generality of the foregoing, the provisions of Article IX, 
which apply on payment of said Seven Million Dollars ($7,000,000) in cash, 
shall have equal application to the alternative basis of settlement and 
compromise herein provided for. 
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(vi) All sums remaining with said Shoreside Custodians and Fiscal 
Agents, after payment of said Seven Million Dollars ($7,000,000) (including 
said Three Million Dollars ($3,000,000) credit for the Ships) shall be paid 
to the Domestic Corporations. 








Vv 







Upon approval of the Department of Justice of the citizenship of the Domestic 
Corporations, as provided in Article IV of this agreement, and in reliance upon 
the respective warranties, representations, and promises made herein : 

(a) The Government stipulates and consents that the cases now pending 
between the Government and the Contractors or any of them, set forth in 
Appendix C, paragraphs 1 and 2, will forthwith be terminated and dismissed, 
without costs to either party, and that appropriate orders may forthwith be 
entered in the various courts in which such cases are pending to accomplish the 
foregoing. Such dismissal shall be deemed to be with prejudice upon the occur- 
rence of any one of the following events : 

(i) The payment of said Seven Million Dollars ($7,000,000) ; 

(ii) The furnishing of additional security satisfactory to the Govern- 
ment in its sole and final judgment on either July 31, 1956 (other than said 
security involving the payment of an additional One Million Dollars 
($1,000,000) ), or on July 31, 1957, in accordance with Article II, paragraph 
(e) ; or 

(iii) The transfer of the Ships to the Government,: notwithstanding any 
possible disputes as to the condition of the Ships or their equipment, and the 
reduction of the unpaid balance of said Seven Million Dollars ($7,000,000) to 
Three Million Dollars ($3,000,000), in accordance with Article III, para- 
graph (c). 

The counterclaim asserted by the Government based on alleged defaults under 
Maritime mortgages, set forth in Appendix C, paragraph 3, shall be dismissed, 
with prejudice, when the past unpaid installments of principal and interest on 
the Maritime mortgages have been actually received by the Government, and a 
separate stipulation shall be entered into to effect such dismissal. 

(b) The Government agrees not to commence forfeiture proceedings against 
any vessel now owned or formerly owned by any of the Domestic Corporations, 
based on any contention that the Domestic Corporations, or any of them, do not 
now, or did not at any time prior hereto, qualify as citzens under the shipping 
laws or registry Statutes, or based on any claimed misrepresentations in appli- 
cations to purchase such vessel. 

(c) The Government agrees to take all appropriate steps to have all seized 
Ships of the Domestic Corporations released from court custody and to have 
possession of such Ships returned to the respective registered owners thereof. 
The registered owners of said Ships shall then be deemed and recognized by the 
Government to be the true and lawful owners thereof for all purposes whatso- 
ever. 

(d) Attachments obtained by the Government in connection with pending 
litigation shall forthwith be released. 

(e) The Government consents to the termination of all operating stipulations 
and operating agreements covering the Ships listed in Appendix B. 

(f) The Government agrees that it will not contest, and it hereby waives all 
right to contest, the preferred status of any existing mortgages held by private 
parties affecting any of the Ships set forth in Appendix B, including, without 
limiting the generality of the foregoing, the private mortgages covering the 
Arickaree, Battle Rock, Camp Namanu, Fort Bridger, Lake George, Stony Point, 
Olympic Games, William A. M. Burden, the Federal, and the Republic, which 
private mortgages are more fully described in Appendix FE. When the pro- 
visions of this paragraph have become effective, such provisions shall remain 
effective, notwithstanding any present or future breach or default in this agree- 
ment, and such provisions are expressly for the benefit of said mortgagees. 

(g) The Government waives and releases all claim to the net proceeds of the 
sale of the Camas Meadows deposited in escrow pursuant to the agreemnt of 
May 6, 1955, above referred to, and shall issue such instructions to the escrow 
agent as may be necessary or desirable to accomplish the foregoing. 




















































VI 






United States Petroleum Carriers, Inc., Victory Carriers, Inc., and Western 
Tankers, Ine., each stipulates and consents that the actions brought by each 
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of them against the Government in the Court of Claims, as set forth in Ap- 
pendix C hereto, will forthwith be terminated and dismissed, with prejudice, 
and without costs to either party, and that appropriate orders may forthwith be 
entered in the Court of Claims to accomplish the foregoing. The parties hereto 
agree to enter into such separate stipulations in each of said cases as may be 
necessary or desirable to effect such dismissal. 


VII 


No payment by the Domestic Corporations hereunder shall be deemed to con- 
stitute a violation of any of the regulations of the Maritime Administration, or 
a breach of any of the provisions of any Maritime mortgage, or an act of default 
thereunder. 

VIII 


Subject to approval by the Department of Justice under Article IV of the 
citizenship of the Domestic Corporations and subject to the provisions of appli- 
cable mortgages and this agreement, all proceeds of any insurance policies of any 
nature whatsoever affecting any of the Ships, whether based on claims accruing 
prior to seizure of the Ships by the Government or subsequent to seizure, shall 
belong to and be paid to the registered owner of the Ship, and the Special United 
States Deputy Marshals under operating stipulations and the Court shall be 
eliminated from all insurance policies. The Government agrees that all neces- 
sary documents, instructions, and endorsements will be given by it, as may be 
required in order to give effect to the foregoing provisions. 


Ix 


Effective upon approval by the Department of Justice under Article IV of 
the citizenship of the Domestic Corporations and the occurrence of any one of the 
following events ; namely, 

(i) The payment of said Seven Million Dollars ($7,000,000) ; 

(ii) The furnishing of satisfactory security on July 31, 1956 (other than 
said security involving the payment of an additional One Million Dollars 
($1,000,000) ), or on July 31, 1957, in accordance with Article II, para- 
graph (e):or 

(iii) The transfer of the Ships to the Government, notwithstanding any 
possible disputes as to the condition of the Ships or their equipment, and 
the reduction of the unpaid balance of said Seven Million Dollars ($7,000,- 
000) to Three million dollars ($3,000,000) in accordance with Article III, 
paragraph (c). 


the Government hereby releases and forever discharges Robert L. Berenson, 
Aristoteles 8. Onassis, United States Petroleum Carriers, Inc., Victory Carriers, 
Inc., Western Tankers, Inec., Trafalgar Steamship Corporation, Constantine 
Konialidis, Nicholas Konialidis, Merope Onassis Konialidis, Sociedad Maritima 
Miraflores Limitada, Sociedad Industrial Maritima Financiera Ariona Panama, 
S. A., Petroleum Carriers of Panama, Inc., and Transatlantica Financiera In- 
dustrial, S. A., and each of them, and the past and present affiliates and sub- 
sidiaries, officers, directors and stockholders, representatives, employees, serv- 
ants, agents, and attorneys of the Contractors, or any of them, jointly and sev- 
erally, and any and all individuals, corporations or other persons at any time 
directly or indirectly related to, connected with, associated with, or controlled by, 
any of the Contractors (whether or not the Government has heretofore asserted 
any claims against any of them), jointly and severally, and the Ships, of and 
from the following claims, and no others: All civil claims of the Government, 
including forfeiture claims against the Ships, in connection with or arising out 
of the acquisition, ownership, sale, mortgage, charter, delivery, transfer, docu- 
mentation, registry, or any claimed unlawful operation of the Ships, and the 
Government's claim with respect to the earnings and profits allegedly derived 
from the operation of any of the Ships, or from the Government’s claim for the 
recovery from and the tracing of any such profits to any person, firm or corpora- 
tion whatsoever, or to recover any property owned by any person, firm or corpo- 
ration as to which the Government may claim or assert that such profits, or any 
part thereof, may be directly or indirectly traced, to the extent that such civil 
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¢laims are or may be based wholly or in part on any alleged misrepresentations 
made by anyone as to the citizenship of the Domestie Corporations, or any of 
them, or the alleged failure of said corporations, or any of them, at any time to 
meet the citizenship requirements of the Shipping Act, or of the registry Stat- 
utes, or on the alleged existence of any alien interest in or with respect to any 
of the Ships or in or with respect to any of said corporations or on any alleged 
misrepresentations of any nature whatsoever contained in any applications for 
the purchase of any of the Ships, it being the intention of the parties to this 
agreement that this compromise and settlement shall, among other things, put 
at rest finally and for all purposes whatsoever, and regardless of how such 
issue may arise, all claims which the Government may have or at any time 
desire to assert, against any person, firm or corporation whatsoever, whether 
or not covered by the above provisions of this Article, based on a contention 
that United States Petroleum Carriers, Inc., Victory Carriers, Inc., Western 
Tankers, Inc., American Marine Corporation or Trafalgar Steamship Corpora- 
tion do not now, or did not at any time prior to the date hereof, fully qualify, 
for the purpose of engaging in the coastwise trade, or for any other purpose, as 
citizen corporations within the meaning of the Shipping Act or on any alleged 
violations of the registry statutes, Customs laws, or Customs regulations, based 
on any contention that any of the Domestic Corporations did not qualify as 
‘itizens of the United States under the Shipping laws or registry statutes. 

The word “Ships,” as used in this Article, shall include all the Ships listed 
in Appendix B, the Olympic Challenger, and any other vessels which may at any 
time have been owned or operated by the Domestic Corporations, or any of them. 

Anything hereinabove contained to the contrary notwithstanding, the provi- 
sions of this Article shall apply to the holders of the mortgages described in 
Appendix E, as soon as the provisions of Article V, paragraph (f), shall have 
become effective, and such provisions of this Article, in so far as they apply to 
the holders of said mortgages, shall remain effective, notwithstanding any 
present or future breach or default in this agreement and such provisions are 
expressly for the benefit of said mortgagees. 


x 


a) The parties hereto agree to perform and to permit and facilitate the per- 
formance of all acts necessary to the effectuation of this agreement, including 
the execution and delivery of such further instruments as may be necessary or 
proper. 

(b) This agreement shall be binding upon and inure to the benefit of the named 
parties hereto, and the successors and assigns of each of the Contractors, and 

it agencies and instrumentalities of the Government. 


xI 


Solely and strictly for the enforcement of any rights, liabilities and remedies 
under this agreement, and for no other purpose, each of the alien Contractors, 
individuals and corporations, hereby expressly and irrevocably consent to the 
jurisdiction and venue of the United States District Court for the Southern 
District of New York, and for such purpose only, each of said alien Contractors 
expressly and irrevocably appoints each officer of the Domestic Corporations 
as attorney-in-fact to accept service of process in any suit or proceeding against 
any of the Contractors arising out of or based upon this agreement. In addi- 
tion, if none of the events described in Article V, paragraph (a), shall occur, 
A. S. Onassis hereby expressly and irrevocably consents to the jurisdiction and 
venue of the United States District Court for the Southern District of New 
York for the purpose of the reinstitution of any civil action by the United 
States now pending against him in said jurisdiction and hereby expressly and 
irrevocably appoints each officer of the Domestic Corporations as attorney-in- 
fact to accept service of process in such action. If such civil action is reinsti- 
tuted, then all amounts paid to the Government under this agreement shall be 
credited against any judgment which may be obtained in said action. Any 
pleas by any of the Contractors made in United States v. Onassis, et al. (Crim- 
inal No. 1647-53), in the United States District Court for the District of 
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Columbia, shall have no effect whatsoever in any such civil action, and shall 
not be admissible therein, or utilized therein, for any purpose whatsoever, and 
shall have no effect on the stipulation as to citizenship made by the Govern- 
ment under Article IV hereof. Nothing herein contained shall be construed as 
an admission by any of the alien corporate Contractors that it is doing business 
in the State of New York, or elsewhere in the United States, or an admission 
by any of the alien individuals that he or she resides in New York or in the 
United States, or has an agent in New York or in the United States authorized 
by appointment or by law to receive service of process. 


xII 


(a) The Government shall not have the right to bring an action against 
any of the Contractors for an alleged breach of any of the terms and conditions 
of this agreement, unless the Government shall have first sent written notice 
to the Contractor, describing the claimed breach and giving the Contractor 
30 days within which to rectify such breach. 

(b) With the consent of the Government, funds may be deposited in court 
as a substitute for any Ship in the custody of said court and a forfeiture decree 
entered with respect to the substitute res. The payment of said forfeited funds 
to the Government shall be deemed a payment on account of the Seven Million 
Dollars ($7,000,000) required to be paid hereunder. 

In Witness Whereof, the parties hereto have caused this agreement to be 
executed the day and year first above stated. 

UNITED STATES OF AMERICA, 
By WARREN E. BURGER, 
Assistant Attorney General 
for the Attorney General. 
The contractors: 
ARISTOTELES S. ONASSIS, 
By Epwarp J. Ross, Attorney-in-Fact. 
UNITED STATES PETROLEUM 
CARRIERS, INC., 
By E tor BaILen, Attorney-in-Fact. 
Victory CARRIERS, INC., 
By Eviot BAILen, Attorney-in-Feact. 
WESTERN TANKERS, INC., 
By E.iot BAILEN, Attorney-in-Fact. 
TRAFALGAR STEAMSHIP 
CORPORATION, 
By Extor Batten, Attorney-in-Fact. 
CONSTANTINE KONIALIDIS, 
By Epwarp J. Ross, Attorney-in-Fact. 
NICHOLAS KONIALIDIS, 
By Epwarp J. Ross, Attorney-in-Fact. 
MEROPE ONASSIS KONIALIDIS, 
By Fpwarp J. Ross, Attorney-in-Fact. 
SocrepAD INDUSTRIAL MARITIMA 
FINANCIERA ARIONA PANAMA, 
S. A. 
By Epwarp J. Ross, Attorney-in-Fact. 
SOcIEDAD MARITIMA MIRAFLORES 
LIMITADA, 
By Epwarp J. Ross, Attorney-in-Fact. 
PETROLEUM CARRIERS OF 
PANAMA, INC., 
By Epwarp J. Ross, Attorney-in-Fact. 
TRANSATLANTICA FINANCIERA 
INDUSTRIAL, 8. A., 
By Epwarp J. Ross, Attorney-in-Fact 
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APPENDIX C 
PENDING CIVIL LITIGATION 
I. Suit for profits and recovery of vessels of United States Petroleum Carriers, 
Inc., and Victory Carriers, Inc. 


Name of cas¢ Court File 


United States v. Onassis, et al District Court, Southern District of New York 97-58 
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2. Libels of information for forfeiture 


(a) VESSELS OF UNITED STATES PETROLEUM CARRIERS, INC, 


Name of vessel Court Libel No. 
—nehel Z. 
Lake George i District Court, Delawar onl | 1701, 
Lake George... District Court, Delaware | 1702. 
Camp Namanu District Court, Southern District of New York | 177-215, 
Camp Namanu District Court, Southern Distriet of New York___-- ..| 177-45. 
Battle Rock District Court, Southern District of New York ......--- 177-216, 
Battle Rock District Court, Southern District of New York 177-184 
Arickaree District Court, Southern District of New York | 177-239 
Arickaree District Court, Southern District of New York. | 176-323. 
Stony Point District Court, Southern District of New York. | 177-248. 
Stony Print District Court, Southern District of New York 177-198. 
Fort Bridger District Court, Southern District of Alabama 2562. 
Fort Bridger District Court, Southern District of New York (transferred | 176-211 
to District Court, Southern District of Alabama). 
b) VESSELS OF VICTORY CARRIERS, INC 
Northwestern Victory District Court, Southern District of New York L795 
Coe Victory District Court, Northern District of Californi 26585 
Coeur d’Alene Victory Distriet Court, Northern District o1 California HO13 
Mankato Victory District Court, Northern District of California 2626 
Ames Victory District Court, Southern District of California 15772-WB 
Longview Victory Distriet Court, Southern District of California 15794-T 
Jefferson City Victory District Court, Eastern District of Pennsylvani 299 of 1953 
Lewis Emery. Jr District Court, Northern District of California MTR 
Heywood Broun District Court, Western District otf Washingtor 7707 
c) VESSELS OF WESTERN TANKERS, INC. 
| 
Meckittrick Hills District Court, Southern District of Californi 15613-BH 
d) VESSELS OF TRAFALGAR STEAMSHIP CORPORATION 
| 

Republic Distriet Court, Eastern District of Texas | 563 


3. Cases in Court of Claims 


(a) United States Petroleum Carriers, Inc. v. United States, No. 9-54, assert- 
ing claims as to slotting and strapping, repair allowances and repair charges for 
plaintiff’s vessels. 

Counterclaim of United States seeking forfeiture of plaintiff’s claims and 
awarding the United States the value of the plaintiff’s vessels and the profits 
derived from their operation, and payment to the United States of certain 
expenditures and allowances as to said vessels. 

(b) Western Tankers, Inc. v. United States, No. 70-54 making claims as to 
slotting and strapping, repair allowances and repair charges for the Montebelle 
Hills and McKittrick Hills. 

Counterclaim of United States seeking recovery of unpaid balances of notes 
and mortgages covering said vessels. 

(ec) Victory Carriers, Inc. v. United States, No. 206-55, making claims as to 
desirable features and repair allowances for certain vessels of plaintiff. 
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APPENDIX D 


Mortgage payments to be made on signing of agreement 


Name of vessel Principal! | Due date of 
installment installment 


1. By Victory Carriers, Inc 
Heywood Broun $34, 031 23, 1954 
Heywood Broun 34, 031 23, 1955 
2. By Western Tankers, Inc 
McKittrick Hills 77, 300 15, 1954 
McKittrick Hills. _. 77, 300 15, 1955 
Montebello Hills 79, 000 24, 1954 
Montebello Hills ‘ 79, 000 24, 1955 


Total i 380, 662 


1 Interest, at 34o percent per annum, to be computed 
APPENDIx E 


(1) Arickaree, Battle Rock, Camp Namanu, Fort Bridger, Lake George, and 
Stony Point 

Preferred Ship Mortgage and Indenture, Dated as of September 1, 1951, from 
United States Petroleum Carriers, Incorporated, Mortgagor, to The First National 
City Bank of New York (formerly named The National City Bank of New York), 
as Trustee, Mortgagee. 

(2) Olympic Games and William A. M. Burden 

First Preferred Fleet Mortgage, Dated September 12, 1951, from Western 
Tankers, Inc., to United States Petroleum Carriers, Incorporated, and assigned 
to The First National City Bank of New York (formerly named The National 
City Bank of New York), as Trustee, Mortgagee under Preferred Ship Mortgage 
and Indenture, dated as of September 1, 1951. 

(3) Federal and Republic 

First Preferred Fleet Mortgage, Dated February 9, 1951, from Trafalgar 
Steamship Corporation to Ocean Trading, Inc., and assigned to The First National 
City Bank of New York (formerly named The National City Bank of New 
York) as Trustee under Indenture of Trust, dated as of February 1, 1951, frem 
Ocean Trading, Ine. 

Mr. Dovs. I would also like to submit a statement showing all 
payments and their dates received by the Government on account of 
the agreement of Mr. Onassis to pay the Government $7 million in- 
cluding the cancellation of a $400,000 claim against the United States, 
and I offer this, Mr. Chairman, by reason of the statement made last 
week that the Government only obtained future promises to pay from 
Mr. Onassis. The statement shows that as of April 2, 1957, the Gov- 
ernment had received $5,800,000 plus the cancellation of the $400,000 
claim, and that leaves a balance of only $800,000. 

(The information referred to follows :) 


PAYMENTS RECEIVED BY GOVERNMENT UNDER SETTEMENT AGREEMENT WITH 
ONASSIS INTERESTS, DATED AuGUST 21, 1955 


Payments due under settlement agreement dated December 21, 1955, were 
as follows: 
(1) $6,600,000 in cash 
(2) $400,000 by release of claims 
(3) An amount sufficient to pay all past unpaid installments of principal 
and interest on the Maritime mortgages. (This was later computed to be 
$472,591.05. ) 
On December 22, 1955, Government received payments totaling $594,862.24. 
Of that amount, $472,591.05 was paid over to Martime to bring the mortgages to 
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a current status, and the remaining $122,271.19 was applied to the $6,600,000 
payment due the Department of Justice. The following tabulation reflects all 
payments received on account of the $6,600,000 cash payment due, the dates of 
each payment, and the unpaid balance due after such payment: 


Date of payment | Amount of Total Balance 














payment pay.nents | due 

$6, 600, 000. 00 
Dec. 22, 1955 oy $122, 271.19 $122, 271.19 6, 477, 728. 81 
Dec. 23, 1955 38, 075. 16 160, 346. 35 6, 439. 653. 65 
Jan. 3, 1956-_- | 127, 024. 97 287, 371. 32 6, 312, 628. 68 
Jan. 12, 1956. _.- . 8, 597.00 | 295, 908. 32 | 6, 304, 031. 68 
Jan. 30, 1956_._- | 200, 000. 00 495, 968. 32 | 6, 104. 031. 68 
Feb. 29, 1956 : 200, 000. 00 | 695, 968. 32 | 5, 904, 031. 68 
Mar. 9, 1956 : 231, 440. 63 927, 408. 95 | 5, 6 
Apr. 3, 1956 200,000.00 | 1, 127, 408. 95 | 5, . 0! 
May 2, 1956 200, 000. 00 1, 327, 408. 95 | 5, <72, 590. 05 
May 31, 1956 200, 000. 00 1, 527, 408. 95 5, 072, 590. 05 
June 29, 1956... 200, 000. 00 1, 727, 408. 95 | 4, 872, 580.05 
July 31, 1956_- 1, 872, 591.05 | 3,600, 000. 00 | 3, 000, 000. 00 
Aug. 23, 1956 750,000.00 | 4,370, 000.00 | 2, 270, 000. 06 
Sept. 4, 1956_._- 200,000.00 | 4, 570, 000. 00 2, 0°0, 000. 00 
Oct. 4, 1956-- - | 200,000.00 | 4, 750, 000. 00 1, 850, 000. 00 
Nov. 2, 1956 200, 000.00 | 4, 9.0, 000, 00 1,.6£0, 000. 00 
Noy. 27, 1956 ' 200,000.00 | 5, 150, 000. 00 | 1, 470, 000. 00 
Dec. 28, 1956. _- 200,000.00 | 5, 000. 00 | 1, 250, 000. 00 
Feb. 1, 1957 ‘ ? 150,000.00 | — 5, 500, 000. 00 1, 100, 000, 00 
Feb. 26, 1957 ‘ 170, 000. 00 5, 650, 000. 00 950, 000. 00 
Apr. 2, 1957 1£0,000.00 | 5, 800, 000. 00 800, 000. 00 


Mr. Dovus. I would also like to offer a letter agreement between 
U. S. Petroleum Carriers and Ariona, dated July 19, 1956, extending 
the indebtedness payable by U. S. Petroleum Carriers to Ariona in 
compliance with Mr. Burger’s letter of December 21, 1955. I offer 
that. 

(The document referred to follows:) 

JuLY 19, 1956. 
U. S. PETROLEUM CARRIERS, INC., 
655 Madison Avenue, New York, N. Y. 

GENTLEMEN: We refer to the settlement agreement dated December 21, 
1955, between the United States of America and various “Contractors,” to the 
letter of the same date frem Assistant Attorney General Warren E. Burger to 
Mr. Aristoteles S. Onassis, and to the negotiations now underway with the 
Department of Justice to satisfy the Department that you qualify as a United 
States citizen corporation. It is contemplated that this will be effectuated 
by transfer of stock of your corporation to a United States citizen trustee. 

There is a further requirement relating to adjustment of certain indebtedness, 
set forth in paragraph numbered (2) of the letter from Mr. Burger, as follows: 

“(2) The postponement of the maturity date of any net indebtedness due by 
United States Petroleum Carriers, Inc., to foreign corporations controlled by 
yourself and/or the Konialidis family for a period of 10 years. This, however, 
is not intended to prevent offset of amounts due to United States Petroleum 
Carriers, Inc., by such foreign companies against indebtedness due to them 
(whether or not the amounts due and amounts payable are to and from the 
same such foreign companies). Nor is it intended to prevent prepayment, at the 
option of United States Petroleum Carriers, Inc., of any net indebtedness. It 
may also be provided that United States Petroleum Carriers, Inec., shall be 
required to make payments on account of such net indebtedness prior to maturity 
if such payment when made will not leave the company with net consolidated 
working capital, exclusive of inventory and prepaid assets of less than $1,000,000; 
and” 

There has been assigned to the undersigned all indebtedness due by you to 
foreign corporations controlled by Mr. Onassis and/or the Konialidis family, 
in order to constitute the undersigned the sole holder of any indebtedness due by 
you to any such companies. 

It being in the interest and for the benefit of your corporation and of the 
undersigned to effect compliance with the requirements of the above-quoted 
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paragraph, the undersigned agrees that, effective upon execution of the trust 
referred to, the maturity date and terms of payment of all indebtedness due from 
you to the undersigned (including such assigned indebtedness) are postponed 
and modified in accordance with the provisions of the above-quoted paragraph. 
In accordance with the last sentence of the above-quoted paragraph, it is 
agreed that you shall be required to make payments on account of the net indebt- 
edness referred to therein prior to maturity if such payment when made will not 
leave you with consolidated working capital, exclusive of inventory and prepaid 
assets, of less than $1,000,000. 
Kindly signify your acceptance of the foregoing by executing and returning to 
us the enclosed carbon copy of this letter. 
Very truly yours, 
SOCIEDAD INDUSTRIAL MARITIMA FINANCIERA 
ARIONA, PANAMA, §S. A., 
(S) Creon Broun, Attorney-in-Fact. 
Agreed to: 
U. S. PerroteuM Carriers, INC., 
(S) TuHos. R. LIncotn, Vice President. 


Mr. Dovs. I would like to offer a letter agreement dated August 10, 
1956, between the Grace National Bank and Mr, Onassis who made the 
gift in trust relating to the compensation payable to the Grace Bank 
for its services as trustee. 

(The document referred to follows:) 


AuGustT 10, 1956. 
GRACE NATIONAL BANK OF NEW YORK, 
New York 15, N.Y. 

DEAR Strs: Reference is made to the trust agreement, of even date herewith, 
made by and between the undersigned, as grantor, and Grace National Bank of 
New York, as trustee, and particularly to article 11th thereof relating to the 
compensation of your bank for its services as trustee and the matter of its reim- 
bursement for counsel fees and disbursements incurred in connection with its ad- 
ministration of the trust. 

1. As annual compensation for its services during the first year of the trust 
administration, the trustee shall be entitled to receive a fee of $75,000, payabie 
quarterly in advance, and such additional compensation, if any, for such first 
year, not exceeding $25,000, as the undersigned, at the end of such year, may de- 
termine to be fair and reasonable. 

2. Such first year’s annual compensation shall be deemed to include reimburse- 
ment to the trustee for counsel fees which have been incurred by the trustee to 
and including the date of this letter, any additional counsel fees which may be 
incurred by the trustee during such first year in connection with any applications 
under article 15th of the trust agreement, and any further counsel fees which 
may be incurred by the trustee during such first vear, other than (a) for judicial 
accounting, or (Db) in connection with litigation relating to the trust agreement 
or the trust property, in which the trustee in its fiduciary capacity or otherwise 
isa party, which is not based upon any act or omission of the trustee attributable 
to gross neglect or willful malfeasance. 

3. During such first year of the trustee’s administration of the trust, the trustee 
shall be entitled to receive, in addition to the annual compensation and/or final 
compensation herein described, reimbursement for any counsel fees which may 
be incurred by it for (a) judicial accounting, or (b) in connection with litigation 
relating to the trust agreement or the trust property, in which the trustee in its 
fiduciary capacity or otherwise is a party, which is not based upon any act or 
omission of the trustee attributable to gross neglect or willful malfeasance. 

4. The annual compensation to which the trustee shall be entitled for its serv- 
ices during each year of administration of the trust subsequent to the first year 
shall be not less than $70,000 per annum, and any amount payable in excess 
thereof shall be mutually determined by the undersigned and the trustee at least 
30 days prior to the end of the preceding year. 

5. During each year of the trustee’s administration of the trust subsequent 
to the first year, the trustee shall be entitled to receive, in addition to the annual 
compensation and/or final compensation herein described, reimbursement for any 
counsel fees which may be incurred by it in connection with the trust agreement 
or the trust property, except as to such counsel fees as relate to litigation in 
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which the trustee in its fiduciary capacity or otherwise is a party which is based 
upon acts or omissions of the trustee attributable to gross neglect or willful 
malfeasance. 

6. If, during its administration of the trust, the trustee resigns of its own 
volition and not at the request of the undersigned, or resigns, whether pursuant 
to the request of the undersigned or otherwise, because of failure to obtain 
waivers, approvals, consents, permissions or rulings as referred to in article 
15 of the trust agreement, the trustee shall be entitled to receive the then current 
year’s annual compensation, prorated on an annual basis to the date of such resig- 
nation, but shall not be entitled to receive any special commission (hereinafter 
called final compensation), in addition thereto. 

7. Upon the trustee ceasing to be the trustee of the trust, whether by reason 
of termination or otherwise, for any reason other than as set forth in the next 
preceding paragraph hereof, the trustee shall be entitled to receive, in addition 
to the then current year’s annual compensation prorated as aforesaid, final 
compensation computed on the following basis: 

(a) If such event occur during the first year of the trustee’s administration 
of the trust, such final compensation shall be payable to the trustee in the amount 
of $40,000. 

(b) If such event occur during the second year of the trustee’s administration 
of the trust, such final compensation shall be payable to the trustee in the amount 
of $30,000. 

(c) In such event occur during the third year of the trustee’s administration 
of the trust, such final compensation shall be payable to the trustee in the 
amount of $23,000. 

(7¢@) If such event occur during the fourth year of the trustee’s administration 
of the trust, or during any year of its administration thereafter, such final 
compensation shall be payable to the trustee in the amount of $20,000. 

8. The trustee shall be entitled to receive, throughout its administration of the 
trust, in addition to the annual compensation and/or final compensation and/or 
reimbursement for its counsel fees as heretofore provided, all other reasonable 
disbursements and those of its agents made or incurred in the performance of 
its obligations contained in the trust agreement. 

If the foregoing proposal meet with your approval, will you kindly so indicate 
by signing the acceptance at the foot of the enclosed copy of this letter and 
delivering it to us, and thereupon this letter will constitute a binding agreement 
between us. 

Very truly yours, 
ARISTOTELES 8S. ONASSIS. 

Accepted : 

GRACE NATIONAL BANK OF NEW YORK, 
By E. Tinstey Ray, 
Vice President and Trust Officer. 


AuGust 10, 1956. 
Mr. ARISTOTELES S. ONASSIS, 
No. 17 Avenue de Monte Carlo, Monaco. 

DeAR Mr. Onassis: Referring to the trust agreement to be entered into between 
us on this date, and in consideration of your signing and delivering the same, 
please be advised that if, under article 15 thereof, Grace Line, Inc., is unable to 
obtain any of the waivers, approvals, consents, permissions, or rulings referred 
to in said article 15 within 60 days after the application therefor, or within such 
longer period as may be agreed upon between us, we will promptly resign as 
trustee of the trust created by said trust agreement, provided, however, that 
we shall so resign only if you have first selected a successor trustee willing to 
act and which has either been approved by the Department of Justice or which 
qualifies under the provisions of article 10 of said trust agreement with respect 
to a successor trustee as to citizenship and combined capital and surplus. 

Very truly yours, 
GRACE NATIONAL BANK OF NEW YORK, 
By E. TInsiey Ray, 
Vice President and Trust Officer. 

Attest : 

E. L. HOLTERMANN, Cashier 
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New York, N. Y., August 10, 1956. 
Grace NATIONAL BANK OF NEW YORK, 
New York, N. Y. : 
(Attention E. Tinsley Ray, Esq., Vice President and Trust Officer.) 

DEAR Mr. Ray: There is herewith delivered to you, as trustee under trust 
agreement dated as of August 10, 1956, between Aristoteles 8S. Onassis and Grace 
National Bank of New York, certificate No. 82 evidencing 750 shares of the capital 
stock of the United States Petroleum Carriers, Inc., a Delaware corporation, and 
certificate No. 8 evidencing 450 shares of the capital stock of Trafalgar Steamship 
Corp., a Delaware corportion. Such certificates are registered in the name of 
Grace National Bank of New York, as trustee under trust agreement dated as of 
August 10, 1956, between Aristoteles S. Onassis and Grace National Bank of 
New York. 

There is also delivered to you herewith a cashier’s check to my order issued by 
the First National City Bank of New York, in the amount of $18,750. Such 
amount represents the first advance quarterly payment of the trustee’s fees under 
said trust agreement, and, pursuant to article 11 thereof, be advised that such 
funds are provided by the Grantor of the trust created by said trust agreement 
as a noninterest bearing loan to such trust. It is understood that the trustee will 
cause such sum to be repaid to the grantor from income from the trust property 
or the trust property at such time or times as cash is available for such purpose. 

On behalf of the grantor, 1 hereby acknowledge receipt of your letter dated to- 
day with respect to the resignation by the trustee under certain circumstances. 

There is transmitted to you herewith three copies of the fee agreement dated 
today between the grantor and your bank, signed by the grantor. Please execute 
the same and return two signed copies to me, receipt whereof on behalf of the 
grantor is hereby acknowledged. 

Please acknowledge receipt of this letter and of the stock certificates, check 
and agreement referred to herein. 

Very truly yours, 
THOMAS R. LINCOLN. 

Receipt of the foregoing letter and the stock certificates, check and agreement 
referred to therein is hereby acknowledged. It is understood that such check has 
been provided by the grantor for the above-stated purpose and that the same 
constitutes a non-interest-bearing loan from the grantor to the trust referred to 
above. The trustee shall cause to be repaid to the grantor from income from the 
trust property or the trust property the amount of such check at such time or 
times as cash is available for such purpose. 

GRACE NATIONAL BANK OF NEW YORK, 
By E. TINsLey Ray, 
Vice President and Trust Offer. 

Mr. Dour. Mr. Chairman, may I be permitted to clarify for the 
benefit of the committee one matter relating to the trust agreement 
before I proceed to the tanker prices! 

In addition to the settlement agreement requiring the payment of 
the $7 million to the Government, the agreement provided that control 
of these shipowning corporations must be vested in American citizens. 
pat ; ; A : =e 
Chere were three methods by which this might be accomplished : First, 
by a gift of the controlling stock interest to American citizens; second, 
by a sale of stock of those shipowning corporations to American citi- 
zens; and third, by a trust agreement with an American citizen as 
trustee for the benefit of American beneficiaries. 

_ Now, the Department of Justice preferred a trust agreement because, 
first, if there was a purported gift or a purported sale of the controlling 
stock to American citizens, the Government would have no assurance 
that the transactions were bona fide ones without any strings attached. 

In this connection, 51 percent of the stock at the time of the settle- 
ment was held by American citizens and yet the Department of 
Justice had been contending that this stock was still under the in- 
fluence of Mr. Onassis. So in the case of a purported gift or a 
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purported sale to American citizens the Department of Justice would 
have had to undertake another full-scale investigation to insure that 
our objective had been accomplished; and thirdly, after a purported 
gift or a purported sale had been made there would at least be the 
possibility in the future that the transferees might enter into some 
secret agreements with Mr. Onassis under which he would be able 
to control indirectly the operations of the shipowning corporations, 
Accordingly, we wanted a trust agreement. We did not feel that 
those other methods would have been satisfactory and we believed 
then and we still believe now that this was the preferable method of 
accomplishing our objective and consequently, as a result of this 
settlement and in spite of the adverse legal decisions of Judge Leahy 
to which I have referred, the Government retained the $15,500,000 
purchase price of the vessels from Maritime, the Government. ob- 
tained $7 million in addition representing the full amount of the 
difference between the $14 million of mortgages and the fair market 
value of the vessels of $21 million, namely the full equity in the 
vessels ; and in addition the Government vested control of the opera- 
tion of these shipowning corporations and their vessels in American 
citizens in conformity with the provisions of the Shipping Act. 

Now, Mr. Chairman, would you like me to discuss now the origin 
of the provision for the tanker prices ? 

The CHarrman. That is where we stopped. We were discussing 
why those prices were listed as they were. 

Mr. Dovus. Since the hearing last week I have talked to my asso- 
ciates, I have checked our records and I have refreshed my recollee- 
tion as to this provision with both Mr. Cunningham and Mr. Ross. 
I find that this provision had the following origin : 

Counsel for Mr. Onassis, Mr. Ross of the firm of Breed, Abbott & 
Morgan, and Mr. Bailen of the firm of Bailen & O'Sullivan, prepared 
a printed draft of the trust agreement. I might say that this trust 
agreement went through a number of printed drafts and in one of 
the earliest drafts which they prepared and then submitted to the 
Grace Bank and then submitted to the Department of Justice, this 
early draft contained a provision that Mr. Onassis would be entitled 
to purchase vessels sold foreign by the trust in connection with the 
proposed build-and-trade out program. 

Now, this draft of the trust agreement also contained this tanker 
price provision. Counsel for Mr. Onassis argued in favor of this 
provision that in setting up the trust Mr. Onassis was making a very 
substantial gift in trust for his children who were American citizens. 
If a building program went through the trus ‘tt would have new ships 
in place of the old ships and if the old ships were sold foreign Mr. 
Onassis should be permitted to purchase them and should not be 
required by the trustee to pay a high price for them. If he was re- 
quired to pay a high price, they argued, the effect would be to require 
him in effect to make an extra or additional gift in trust for his 
children. 

They also argued that this was not a matter of any concern of the 
Department of Justice because the only right the Department. of 
Justice had in passing on the trust agreement was from one stand- 
point : Did it vest control of the shipowning corporations in American 
citizens 4 
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[I stated that we would not accept a trust agreement with any pro- 
vision providing for the sale of ships to Mr. Onassis and we then 
forced Mr. Onassis’ counsel to put into the trust agreement the provi- 
sion that, in the event of sales, any sales to foreign corporations, they 
must be sold to corporations of which the Grace National Bank, as 
trustee, owned 75 percent of the stock or foreign corporations which 
would be controlled in another trust for American beneficiaries. 

After this change had been made, at the meeting in June attended by 
Mr. Stilson, a partner of Mr. Ross, Mr. Bailen, and Tinsley Ray, vice 
president of the Grace Bank, the question of the inclusion of these 
tanker prices came up again. ‘They argued that, under the restrictive 
provisions of the trust which I had put in, the tanker prices would only 
be applicable to a sale of the vessels from one pocket of the trust to 
another pocket of the trust since any purchasing foreign corporation 
would be controlled by the trustee, and therefore. the price at which 
the vessels might be sold was not important to the Department of 
Justice. 

They also argued that the trustee did not wish to have to raise a 
high price for the purchasing corporation which it would also control 
because of the difficulties of financing. 

The Grace Bank also argued that fixing a price for the vessels — 
relieve the trustee of any possibility of being surcharged on a sale a 
an insuflicient price and if prices were not included there would iv 
to be expensive valuation or appraisal procedure. 

Now, I found that the origin of these prices which are stated was as 
follows: First, the values were those agreed upon between the Depart- 
ment of Justice and Mr. Onassis’ counsel as the fair value of the 
vessels for the purpose of arriving at the $7 million settlement figure 
in the December 1955 agreement. Since they were used by the De- 
partment of Justice in increasing the original settlement whic h had 
been agreed on and then we repudi: ated it, increasing it from $5,700,000 
to $7 million, Mr. Onassis’ counsel contended that they should be 
acceptable for purposes of this provision, which they felt was not of 
any concern to the Department in any event; and sec ondly, the figures 
approximated book values and there was no reason why the Depart- 
ment of Justice should care if they were transferred from one pocket 
of the trust to another at book values. 

Now, in accepting the trust agreement with this provision, I did so 
for the following reasons: First, I did not believe the Treasury De- 
partment for tax purposes would pay any attention to any prices at 
which vessels were sold between affiliated interests, from one pocket of 
the trust to another, where you had an identity of individuals in the 
case of the buyer and in the case of the seller, and consequently there 
would be no tax disadvantage to the Government under this elementary 
principle. In other words, Mr. Chairman, it was my view then and it 
is my view now that the Treasury Department is not going to accept 
any figures that the parties might put on a sale where they were both 
buyers and sellers and it was a family transaction from one pocket of 
the trust to the other. Secondly, the Department of Justice had no 
contract or legal right to disapprove or veto the trust agreement or any 
provision of it on any grounds except that it did not vest control of 
these corporations in an American citizen. That is the only contract 
right the Department of Justice had under the settlement agreement 
of December 1955, and the only approval that the Department of Jus- 
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tive gave to this trust agreement, and the only approval we had a right 
to give was that, in our opinion, we approved it as in compliance with 
the settlement agreement and as vesting control of these shipowning 
corporations in American citizens. This provision did not have any- 
thing to do with this. In other words, I did not feel it was any of our 
business. 

The CrarrMan. )oes that conclude your statement with respect to 
the figures on the value of the ships? 

Mr. Dous. Yes, sir; and I will be glad to answer any questions on 
any subject. 

The CuarrmMan. Mr. Boykin? 

Mr. Boykin. I have no questions now. 

The Cuatrrman. Mr. Tollefson ? 

Mr. Totierson. I will reserve my time. 

Mr. Borxry. I will reserve my time. 

The Cuarrman. Mr. Allen? 

Mr. Auuen. Mr. Chairman. 

Mr. Doub, you mentioned being restricted to certain issues by the 
nature of the case and I presume that when a matter is brought to you 
it presents certain issues and that restricts you to a se ‘ttlement of the 
issues and not to a broad consideration of policy that might be involved 
in the transaction. 

Mr. Dous. The settlement agreement provided that these corpora- 
tions should be reorganized, and their stoc kholdings, in such a way as 
to vest control of them in American citizens. I have described how 
there were about three ways in which that might have been done, by 
a gift, by a sale, by a trust agreement; and in passing upon that trust 
agreement or if they had come up with other proposals such as a gift 
or a sale, the Department of Justice authority and see act right was 
merely to pass on it from the standpoint, “Did it accomplish that 
objective?” 

If it did not accomplish that objective, if we did not believe it 
did, we should have vetoed the trust agreement, so that we were re- 
stricted in what we did and you will find that the only approval that 
was included is this letter which is in evidence, which I wrote to Mr. 
Onassis at the time the trust agreement was ready for execution. 

Mr. AtLen. While looking for the letter, I want to ask about one 
thing which puzzles me somewhat. It would seem to be the policy 
of Congress as set forth in the law that a vessel owned by Americans 
51 percent would be held pursuant to law and not in violation of it. 
Why, under that law, did you require a 75 percent interest in American 
ownership and by what right did you require more than 51 percent? 

Mr. Dovs. Well, as a matter of fact, Mr. Onassis’ counsel argued 
they should not be required to put in the trust more than 51 percent 
but. I insisted that they would have to put in 75 percent. I did not 
want to have any doubt about it and I insisted on that and os result 
was that he did obtain the additional shares one way or another and 
deposited them in the trust. 

Mr. Auuen. There has been some information given us, I think, 
by Mr. Olney that at the time the criminal suits were at issue and 
ready for trial the evidence in the hands of the Government was 
probably such that the Government could not win the criminal suits. 
Do you have an opinion as to whether the Civil Department could 
have won the suits that it was starting? 
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Mr. Dous. Well, there were many difficulties, Mr. Allen. If Judge 
Leahy’s decision stood and we could not obtain a reversal of it, we 
could not have succeeded because he held that. I think it is section 
2 of the Shipping Act, only applied to the transfer of vessels from 
an American citizen to an alien because the statute refers to “without 
approval of Maritime” and it entitles the Government to forfeit the 
vessels if there was an unlawful sale or transfer to an alien without 
approval of Maritime. So he held, and Chief Judge Parker reached 
the same conclusion, that that statute did not apply to a case where 
Maritime had sold the vessels to an alien; in other words, the Maritime 
had approved it. 

Now we argued that we were entitled to forfeit the vessel, set the 
transaction aside where Maritime did not have all the facts, but the 
courts held otherwise. 

Finally, in answering your question, Mr. Allen, I really believe 
that this settlement was a better settlement for the Government than 
our legalistic position warranted. 

Mr. Auten. If that is true, then the value to the Onassis side had 
some similarity to what is referred to as a nuisance value, I would 
imagine. 

If they could have won the suit on both the civil and criminal issues 
and yet paid $22 million, it would seem to me that the nuisance was 
quite large and had some value. I am wondering, therefore, what 
motivation they would have in making such a settlement. What was 
the value to them in making it in the light of the fact that they had a 
very excellent chance of going without paying anything? 

Mr. Dovs. Well, I know their counsel were always confident or at 
least they believed that they could win this litigation but I think the 
factor that entered into their judgment here that they had better settle 
this litigation was that we had brought forfeiture proceedings against 
all of these vessels. We had them tied up in court. We had shore- 
side custodians appointed collecting the revenues and disbursing the 
expenses. They were all subject to very heavy mortgages. I: sup- 
pose they may have been influenced by the fact that there was a crim- 
inal prosecution pending against Mr. Onassis and everybody else and 
I think he was probably just fed up with it all. The litigation had 
been going on on a national basis all over the United States for 
several years, 

L think counsel for Mr. Onassis should really ae that question. 

do not think I am really qualified to do it but I do not want to 
disparage the Government’s legal position because we may bring a 
further legal proceeding in connection with another tanker case and 
I do not want to say anything that might prejudice our position. 

Mr. Auien. I think, Mr. Doub, that there was a letter which you 
wanted to produce for which Mr. Colby was looking. If you have 
it now, will you produce it / 

Mr. Dovs. Mr. Colby has not put his hands on it yet. Maybe he 
will later. It is in evidence. I recall it very specifically. It is a 
l-paragraph letter from me to Mr. Onassis about July 28 or July 
29, 1956, and it states that the Department of Justice would accept 
this trust agreement which had then reached a final form as compli- 
ance with the requirement that control of these shipowning corpora- 
tions be vested in American citizens. 

Mr. Auten. Thank you, Mr. Chairman. 
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The Cuamman. Mr. Allen, you used 714 minutes. 

Mr. Garmatz ¢ 

Mr. Garmarz. I reserve my time. 

The CHatrman. Mr. Sheehan / 

Mr. SuHeenan. I reserve my time, sir. 

The Cuarrman. Mr. Kluczynski? 

Mr. Kivuczynskt. I will also reserve my time. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Pett. I have no questions. 

The Cuarrman. Mr. Zelenko. 

Mr. Zectenxo. Mr. Doub, the general idea of the trust agreement 
or the general idea of the procedure is to vest control in American 
citizens, not on a temporary basis but on a permanent basis; is that 
right ? 

Mr. Dovus. Well, it was designed to vest control in American 
citizens for a reasonable period of time, and, in considering that 
period of time, we considered the age of the vessels when we provided 
that the trust should continue for 15 years, and set up certain other 
provisions in it. 

We have in mind that the vessels would probably be gone by the 
time the trust ended. 

Mr. Zetenxo. Mr. Doub, I want to call your attention to one 
clause in the trust agreement, and I think that we can agree on 
this. 

There has been correspondence back and forth between your De- 
partment and the committee here. Now, one clause in the trust 
agreement states in substance as follows, and, if I am wrong, please 
correct me: That after a period of 5 years from August 10, and let 
us say 5 years elapse, if there are no vessels in the trust under Amer- 
ican flag, then the grantor, Mr. Onassis, can revoke, amend, or modify 
the trust. 

Let me give you a little background and, if you do not. follow me, 
please tell me. 

We have had evidence here from Captain Conway that the new ves- 
sels which are being built were not expected to be started until about 
1958 or 1959. It will take about a year or two to build them, which 
would bring them down to 1960 or 1961, 5 years from the date of the 
trust. 

I believe it does not require any questioning or much discussion that 
for a sale between American citizens—that is, an American company 
and another one—the approval of the Maritime is not needed. Mr. 
Morse told us that. 

Here we have this clause in the trust on which Mr. Rogers has also 
given us his analysis. We have this one clause which says that at the 
end of 5 years, if the trust does not have any interest in any American 
vessels, the Department. of Justice and the Government have no fur- 
ther interest in this trust whatsoever; Mr. Onassis can revoke it and 
can modify it. 

The point that I want to bring out, and which I would like to have 
you discuss, is this: 

The 14 vessels which are being traded out are going to a foreign flag. 
The trust can sell the new vessels to an American company, even while 
they are building, without approval of the Maritime ‘Commission. 
That is to another American citizen. They can sell them and end up 
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with money in the trust treasury. Now, at that point, the Govern- 
ment has no further interest in this trust. That is the substance of 
Mr. Rogers’ letter to us. 

Now, “whi at I want to know in regard to that is this: 

Do you feel that the 14 vessels having been traded out to foreign flag, 
and with the possibility of selling the new vessels to American ¢ ‘itizens, 
and the United States thereby h: aving no further interest in the mat- 
ter, that that is enough protection to the Government? Is it not only 
a temporary control, a temporary American-citizenship control ? 

I will try to reframe that. I want to finish the question. If you 
do not understand, tell me. 

Here we have a period of 5 years. The new vessels will not be built 
in 5 years from the date of the trust. At that time, Onassis can re- 
voke the entire trust and get everything back to himself. All that is 
necessary there is that the trustees, for whatever reason, sell their ves- 
sels or all their interest in the vessels to another American citizen. 
That applies to the new vessels that are being built. 

Does not everything then go to Onassis under that circumstance, and 
is it not just a temporary device for him? When I use the word 
“device,” I do not mean to impugn anything. I am talking of a legal 
device. Is that not a temporary device by which he is able to transfer 
out 14 ships and end up with all the money? 

Mr. Dovus. Let me answer that. 

In the draft of the trust agreement which Judge Burger sent to 
Mr. Onassis on December 21, 1955, the date this settlement agreement 
was executed, and in which he wrote: 

This method, this trust agreement upon execution will be acceptable to the 
Government as vesting control in American citizens, but you are free to come 
up with any alternative methods. 

That trust agreement provided that. Mr. Onassis, who was making it, 
would have the right to revoke at any time after the shares of ee 
in the shipowning corporations or the vessels had been sold. I did 
not go along with that, and I inserted this provision that the grantor 
could not revoke until after the expiration of 5 years and after all 
the vessels had been sold or the stock of the shipowning corporations 
had been sold. 

[ also put in a provision, however, that three-fourths of the board 
of directors would have to approve any sale of a vessel, one or all, 
and they would have to approve any sale of stock of the shipowning 
corporations, so that I relied upon the fact that, with this outstanding 
board of direc a whom we had approved, and in reliance upon their 
integrity and in reliance upon the integrity of the Grace National 
Bank, for whic h I had great respect and still do, that this was a very, 
very unlikely contingency. 

As a matter of fact, I do not believe that this trust is going to ter- 
minate at the end of 5 years, because, even after 5 years has expired, 
there ae be a cancellation until there are no vessels in the trust 
and, this build-and-trade-out program goes through, and even 
se some vessels are transferred foreign, they are still going to be 
in the trust, because, if they sell to foreign corporations, they are still 
going to be in corporations controlled by the trust. Also, the new 
ships will be in the trust, so that I believe, Mr. Zelenko, that you are 
worrying about something that is theoretical. I do not think it is 


going to happen. 
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Mr. Zetenko. I am not impugning the integrity of the board of 
directors or the Grace Bank, but I am just going to ask you if what I 

say now is, in substance, true. There comes a period in 1961. The 
directors, acting on behalf of the trust, and their duties are to the 
trust, decide that they are going to sell all their interests in these 
new vessels and they will then have no vessels, no stock or anything, 
under the American flag. At that point all of it reverts back to Onas- 
sis: is that right? 

Mr. Dovs. If there are no vessels in the trust, then the United States 
has no interest in the trust at all. All we were trying to assure was 
American-citizenship control of the vessels, and we are not interested 
in supervising a trust that is composed of just securities and cash. 

Another thing is that the alternatives, Mr. Zelenko, as I pointed 
out, initially were a gift to American citizens of these corporations, or 
their stock, or a sale to American citizens. Now, Mr. Onassis could 
have done it in those ways. We did not want him to do it that way, 
and we pressured on this trust agreement. But, if there had been a 
gift or sale outright to American citizens, those American citizens 
could have sold those ships at any time and have done just what you 
are complaining about, and there would not have been any of these 
innumerable restrictions which I imposed in this trust agreement. 

Mr. ZeLtenko. Mr. Doub, I think that then you agree with me that 
I am not talking about these other methods by which Onassis could 
have gotten rid ‘of these ships by gift or sale. I am not impugning 
the integrity of the trustees, but, let us assume that at the end of 
5 years the trustees decided to sell American ships, and there is no 
money in the treasury. Then the trust is at an end and Onassis gets 
it back; is that right? 

Mr. Dovs. That is right. The Government would then have no 
interest in the continuance of the trust if there were not any vessels 
in it. 

Mr. ZeteNKo. That, of course, is a much shorter period than the 
life of the ships, 15 years; is it not? Five years is shorter, of course. 

Mr. Dovus. Yes. 

Mr. Zetenko. Then, is it not, on that phase of the trust agreement, 
merely a temporary control on the part of the trust, temporary for 
5 years before Onassis can get it back? There is that possibility; 1s 
there not ? 

Mr. Dovus. No; there is another condition precedent in there, that 
there may not be any vessels in the trust, old vessels or new vessels, 
and it is perfectly obvious that there are going to be vessels in this 
trust for a long time. The condition precedent is that three-fourths 
of the members of the board of directors have to authorize the sale. 

Now, let us suppose that there is not a sale for 20 years or 30 years. 
Mr. Onassis would have no right to revoke under the provision you 
mentioned, and, frankly, I think that that is a more realistic prob- 
ability than the hypothetical situation which you mentioned. 

In other words, I think that you are worrying about a theoretical 
situation that will never arise. 

Mr. ZeLENKo. I do not want to go into theory any more than you 
do when you say that he may hold it for 20 years. I am interested in 
protection to the Government; that is, that this so-called American 
contro] would be somewhat on the basis of permanency. I will not go 
further into this clause at this time, but I think we both agree that, 
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if there were no American-flag ships, not talking of foreign-flag ships, 
there is a possibility that the trust permits termination at the end of 
5 years. 

Mr. Dovus. Yes; we are talking about both. There cannot be any 
foreign-flag vessels and there cannot be any American-flag vessels. 

Mr. ZELENKO. Very well. 

Let us assume that, at the end of the 5 years, the trust has sold the 
foreign-flag vessels to some other company, the American-flag vessels 
to some other American company for which they do not need approval, 
and if at the end of the 5 years the trust has money in it and no interest 
in vesesls, then Onassis can get it all back. We agree to that. 

Mr. Dour. Except that he cannot get any accumulated income back. 
All accumulated income, which is defined on a very generous basis, 
goes to the American beneficiaries of the trust. 

Mr. ZeLENKo. Now, there is another clause, Mr. Doub, which says 
that at any time, even beginning now, on consent of the Maritime 
Administrator, Mr. Onassis can revoke, amend, or modify the trust. 
I think we agree on that ; do we not ? 

Mr. Dovs. That is correct. That is correct; but I think that if 
you will refer to the letter that I wrote Mr. Morse, dated July 31, 
1956— 

The Cuamman. Excuse me for just a minute. 

Mr. Doub, you said that this trust covered any foreign-flag vesesls. 
Will you look at page 15 of the trust agreement and will you explain 
just how it would cover them ? 

Mr. ZeLenko. Is the chairman referring to the witness’ answer ? 

Mr. Dovs. I would like to look at the language there. 

Mr. Drewry. That is article twelfth. 

The CuHarrman. That is page 15, the twelfth article. 

Mr. Dovs. Thank you for pointing that out tome. My recollection 
was faulty on that. I see that in article twelfth it says it may revoke— 
at any time after the lapse of 5 years from the date hereof, provided that at such 
time the trust property does not include any stock of any corporation which owns 
a vessel or vessels or any interest therein, documented under the laws of the 
United States, and of which corporation the trust property included at any 
time, directly or indirectly, a majority of the stock * * * 

Therefore, that statement of mine required qualification, and I am 
glad you pointed it out. 

I might say that under the build-and-trade-out program as outlined 
by Captain Conway, there will be in the trust the new vessels which 
will be constructed, and there will also be in the trust a number of old 
vessels. I think he mentioned 7 or 8. 

Mr. Drewry. | would like to pursue that point a little, Mr. Doub. 
I will pereat what I understand that we arrived at here. 

If the trustee should sell the Victorys and then, on revocation, Onas- 
sis gets the Liberian stock with all 14 ships and no further strings 
attached, the trust is at an end. However, if I formed a similar cor- 
poration, 1 would not be able to transfer my American-controlled cor- 
poration to an alien under the rules laid down by Maritime; is that 
correct ¢ 

Mr. Dovun. That is right. ‘They cannot do anything without the ap- 
proval of the Maritime. 

Mr. Drewry. However, in this case, automatically at the end of 5 
years, if the American corporation decides to sell and there are no 
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American-flag ships in the American corporation, the trust can come 
to an end and Onassis thereby acquires rights or privileges that go 
beyond what anyone else not in this trust situation can do; is that 
correct ¢ 

Mr. Dovus. Well, he would have a right of revocation if there are no 
vessels documented under American flag in the trust, but I still say that 
it is a theoretical situation on the basis of everything that has been sub- 
mitted to this committee. 

Mr. Drewry. But it can happen under the trust ? 

Mr. Dovs. It could happen if three-fourths of the board of directors 
of these corporations and the Grace Bank sold all their vessels out, 
and it would require three-fourths of the directors to approve it, and, 
if it were approved by the Maritime Commission, Mr. Onassis could 
revoke the trust. 

Mr. Drewry. However, Maritime would not have to approve the 
sale of stock by the trustees if it was a good deal for the preservation 
and improvement of the trust. 

What would Maritime have to do with that / 

Mr. Dovs. I thought you were talking about the sale of vessels 
foreign. 

They would not have to approve a sale of the vessels to American 
citizens. 

Mr. Drewry. That is correct. 

That is all, Mr. Chairman. 

Mr. ZeLenko. Will the chairman yield back to me ? 

The CHAIRMAN. Yes. 

Mr. Zevenko. I think what you corrected, Mr. Doub, was this: The 
trust says that the trust can be revoked if they own stock in American- 
flag ships, that stock is sold, and the Government has no further inter- 
est in it. regardless of what happens with the foreign ships. It is 
just a case of three-fourths approval of the sale of these American 
ships by the board of directors, so that they do not own any more 
American vessels in the trust. Then the trust can be at an end? 

Mr. Dovus. That is right. 

Mr. ZeELENKO. So Onassis gets the foreign ship. He gets everything 
at the end of 5 years if there are no American vessels in the trust; is 
that right ? 

Mr. Dous. He can revoke the trust. 

Mr. ZetenKo. What I said is correct; is it not / 

Mr. Dovs. I do not know. You said a good deal. I say he can 
revoke the trust. 

Mr. ZELENKO. I want you to tell me if I am incorrect. 

Mr. Dovus. He can, upon revocation, obtain any securities or cash 
that is in the trust. 

Mr. ZetenKo. Can he also obtain the foreign-flag vessels at the 
time of revocation ? 

Mr. Dovs. Well, if there have been transfers to foreign flags with 
the approval of Maritime. 

Mr. ZeLenko. So that, in effect, one provision of this trust provides 
that at the end of 5 years, with no American-flag vessels in the trust, 
Onassis can get it all back. That, in substance, is what we have been 
talking about on that clause; is it not? 

Mr. Dovus. That is right. 
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Mr. ZeLeNKO. Now, on this other clause about which I asked you, 
the trust provides that at any time, even beginning right now, if the 
Maritime Administrator gives Mr. Onassis his consent, Mr. Onassis 
can amend, can modify or revoke this trust? Does it not say that? 

Mr. Dovsn. That is correct, but let me say this: I cannot conceive of 
Maritime ever granting such a consent without first consulting the 
Department of Justice, and I cannot conceive of the Department of 
Justice ever agreeing to the Maritime giving such a consent, but there 
may be conditions and circumstances that no one can anticipate now. 

I would say that, on the basis of all the facts and circumstances that 
we know now, that the Department of Justice would certainly recom- 
mend to Maritime that they grant no such consent, and I do not believe 
that Maritime would give it. 

Mr. ZeLenKo. Mr. Doub, again I am not impugning anyone’s integ- 
rity. Iam just talking on the bald statement in the trust. The trust 
does not require Department of Justice consent in that clause for the 
Maritime Administrator’s consent; does it? It just says that the Mari- 
time Administrator may consent on Onassis’ request to revoke, to 
modify, or amend the trust at any time. 

Mr. Dovs. That is correct. 

Mr. ZeLenko. That isthe bald statement ? 

Mr. Dovus. That is right. 

Mr. ZELENKO. Regardless of the reason, if the Maritime Adminis- 
trator decides to do it, that could be the end of the trust ? 

Mr. Dovus. That is right. 

Mr. ZeLtenko. It does not say anything about getting the consent 
of the Department of Justice ? 

Mr. Dovus. No. 

Mr. ZeLeENKo. Now, do you feel that that clause and the one we just 
discussed, relating to 5 years, give the Government the protection that 
it should have here about control of vessels in American citizens? 

Mr. Dous. I think it does. 

Mr. ZeLenKko. Let us talk about one other clause. 

I think that it is agreed also that before the trust can sell any vessel 
that there has to be unanimous consent of three-quarters of the board 
of directors; is that right ? 

Mr. Dous. That is correct. I put that provision in myself. 

Mr. Zetenko. That is a little different from the usual consent in a 
trust of the majority of the board of directors deciding to sell some- 
thing ¢ 

Mr. Dous. That is very unusual. 

Mr. ZELENKO. Yours is very unusual ? 

Mr. Dovus. That is right. 

Mr. ZeLenKo. Unanimous consent of three-quarters of the board is 
unusual ¢ 

Mr. Dovun. That is right. 

Mr. Zectenxo. It also oe that Onassis can put in one-quarter 
of the board of directors 

Mr. Dovs. Yes: but actually he has put in 1 out of 5, so that we 
only approved 1 director for him. Therefore, that is all he has, 1 out 
of 5 directors. 

Mr. Zetenko. The trust provides that Onassis can have 25 percent 
of the board of directors. Is that not provided in the trust ? 
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Mr. Dous. Yes; because he has a minority-stock position. He owns 
25 percent of the stock, so that technically he is entitled to one-fourth 
representation. 

Mr. ZreLeENKoO. For whatever reason, he is permitted to have 25 per- 
cent of the board; is that right ? 

Mr. Dovus. That is right. 

Mr. ZeLenko. And in order to buy or sell, 75 percent of the board 
las to consent; is that right? 

Mr. Dous. That is correct. 

Mr. ZeLeENKo. Now, then, all he would need, and we are not talking 
too much theory, is 1 member of that 75 percent to go along with him, 
and he practically can block or provide for any sale. 

Mr. Dovus. That is absolutely incorrect. He has 1 director out of 
5. There would have to be 4 directors voting for a sale to meet this 
three-fourths requirement. 

Mr. ZeteNKoO. What I mean is this: You do not provide there that 
a majority of the board of directors can buy or sell. You say it has to 
be 75 percent. 

Mr. Dous. That is right. 

Mr. Zetenko. He has 25 percent. He is entitled to have it here. 

Mr. Dous. He has 1 director out of 5. 

Mr. Zetenko. Right now he has that, but he is entitled to have 25 
percent. 

Mr. Dovus. We have reserved the right to approve or disapprove 
any directors, and we have not approved more than 1 and have no in- 
tention of approving more than 1. 

Mr. ZetenKo. Does that apply to minority directors as to the for- 
eign interests ? 

Mr. Dovus. It applies to all of them. He has only one. 

The Cuarrman. That is the answer to that question. 

Mr. ZeELENKO. Very well. 

The Cuarrman. You have used 20 minutes, Mr. Zelenko. 

Mr. Ray. 

Mr. Ray. I reserve my time, Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Mitter. I reserve my time. 

The Cuarrman. Mr. Ashley. 

Mr. Asutey. I have no questions at this time, Mr. Chairman. 

The CHamman. Mr. Mailliard. 

Mr. Marurarp. I have no questions. 

The Cuatrman. Mr. Rivers. 

Mr. Rivers. I would like to ask one question. 

Mr. Dovs. Yes, Mr. Rivers. 

Mr. Rivers. Mr. Doub, do you consider that at all times the interests 
and security of the Maritime Commission, which is the Government, 
are protected in these vessels with this type of setup? 

Mr. Dovs. Mr. Rivers, I think it is a good setup and I will be glad 
to explain why. 

We vested the control of these ships in a very responsible fiduciary, 
the Grace National Bank. Then we have approved outstanding and 
experienced, independent men in the shipping industry as directors. 

Now, I think that in many ways the integrity of the men we are 
relying on is far more important than the technical provisions of the 
trust agreement, because you have to appraise this agreement (1) from 
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the legalistic point of view, and (2) from the practical point of view, 
and the tightest trust agreement that could be drafted could become 
meaningless if we did not have men of character and independence 
in control of these corporations. 

We put that kind of men in control here. So, from both the legal- 
istic point of view and the practical point of view, we are satisfied 
that we have achieved our objective of assuring American-citizenship 
control over these vessels. 

Mr. Rivers. Has it been the policy throughout the years of leaving 
the discretion for the termination of an agreement of this character 
in the - inds of the Administrator of the Maritime Administration? 

The reason I ask you that is this: Is it not always the policy of the 
M: veltitins Commission to seek information and advice from the Jus- 
tice Department on decisions of the magnitude of this? 

Mr. Dovs. I am sure that they would, and I could not conceive of 
them exercising this consent power provided here without careful 
consultation with the Department of Justice. 

Mr. Rivers. Has that always been the way it has operated, so that 
they get the advice from Justice and then make the decision when in 
doubt? 

Mr. Dous. Well, where we approved the trust agreement for the 
purposes which I have mentioned, and in view of our major interest 
in the maintenance of this trust agreement, I just cannot conceive of 
Maritime ever consenting to a termination without consultation with 
us, Mr. Rivers. 

Mr. Rivers. You speak about the fiduciary. This fiduciary is a 
corporate setup ¢ 

Mr. Dovs. That is right. 

Mr. Rivers. Would you not have redress on this corporate person 
in the event something went wrong with this fiduciary relationship 
between the Maritime Commission and the trustee ? 

Mr. Dovus. Well, I wrote the Grace Bank and I told them that the 
provisions of this trust agreement would not immunize them from any 
Jiability if there was any frustration by them of the purposes of this 
trust and, if we found that there was not meticulous compliance with 
its purposes and its provisions, that the Department of Justice would 
certainly take aggressive e action, I assure you. 

Mr. Rivers. That is what makes me feel satisfied with it. Where 
you have a large financial organization like the Grace National Bank, 
which is not immune from redress in the courts by the Department 
of Justice, I cannot in my own mind feel that there is really any risk 
in the relationship. 

Mr. Dovus. We cannot either, Mr. Rivers. 

Mr. Rivers. I have no further questions, Mr. Chairman. 

The Cuarrman. Mr. Cederberg. 

Mr. Creperserc. I have no questions. 

The Cuarrman. Mr. Lennon. 

Mr. Lennon. I have no questions. 

The CHarrmMan. Mr. Gross. 

Mr. Gross. Mr. Doub, throughout this entire proceeding was there 
close liaison, close consultation, between the Department of Justice 
and the Treasury Department and the Maritime Commission / 

Mr. Dovus. Before the settlement agreement was executed, it was 
submitted to the Maritime Commission and the State Department, 
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and I think the Navy, and all three departments approved the settle- 
ment, and the trust agreement was not executed until it had been 
approved by the Maritime Commission. 

Mr. Gross. All three departments approved it ? 

Mr. Dovs. All three approved the basic settlement agreement: the 
State Department, the Navy Department, and the Maritime Commis- 
sion. 

Mr. Gross. This is a very elementary question. Perhaps I should 
not ask it of you. 

However, as a new member of the committee and coming from an 
interior State, I cannot understand why ships are registered under 
Liberian and Panamanian charter. Do you want to answer that 
question / I want to ask it of someone, someplace, sometime. 

The Cuatrman. I think, if you would let me interrupt, that that 
would be a good question to ask Mr. Morse, if you do not mind, Mr. 
Gross. 

Mr. Gross. I am perfectly willing to withhold it. That is all, 
Mr. Chairman. I reserve the balance of my time. 

The Cratrman. Mr. Tollefson / 

Mr. Totterson. You spoke about alternatives. I think you testi- 
fied as to this last week. I just want to make sure. What the Gov- 
ernment would like to have done would have been to succeed in its 
two lawsuits, its criminal and its civil suits. That would have af- 
forded the Government the utmost in the way of protection or secu- 
rity or whatever you want to call it. 

Mr. Dovus. Well, we would have recovered the vessels for our tied 
up fleet, but in evaluating this settlement, Mr. Tollefson, we took 
into consideration, and I think so did Maritime, the fact that, if we 
recovered the vessels they would have just gone into the tied-up fleet, 
and I think Maritime was interested in keeping these vessels in opera 
tion to provide employment for American seamen. 

Mr. Totierson. Nonetheless, that was your objective in the original 
lawsuit, was it not? 

Mr. Down. Yes, sir. 

The Cuatrman. Mr. Dellay? 

Mr. Detxay. I would like to give 5 minutes of my time to Mr. Allen 
to put him on the credit side of the ledger. He owes 214 minutes. 

The Cuatrman. Mr. Curtin? 

Mr. Curtin. I have no questions. 

Mr. Totierson. Your original objective was to get the ships back, 
but circumstances, including 2 adverse decisions by the courts, caused 
vou to believe that you might not succeed and therefore a settlement 
agreement of some sort was the best that you could do. 

“Mr. Doun. That is correct. 

Mr. Totuerson. Having reached that point you then were con- 
fronted with what you say were 3 alternatives. Your primary objec- 
tive at that point was to get title to the ships in American-citizenship 
control. 

Mr. Dovs. That is right, plus trading out at as high a figure as pos- 
sible, a money payment. 

Mr. Totierson. All right. In other words, the Government got all 
its money due it under the sale agreement with the original corpora- 
tion. That was what, $15 million ? 

Mr. Dovus. $15,500,000, 
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Mr. Totterson. The Government got all its money under its agree- 
ment plus some additional money; I think you said $7 million. 

Mr. Dovs. $7 million. 

Mr. Totterson. The Government got all its money plus $7 million. 

Mr. Dous. Yes, sir. 

Mr. Toutierson. Now you had the 3 alternatives which you men- 
tioned: The sale of the stock in the corporation, or a gift of the stock 
in the corporation to an American-citizenship control, or a trust agree- 
ment; and you preferred the trust agreement. 

Mr. Doun. Yes; we did for the reasons I mentioned, definitely. 

Mr. Totuerson. Now, then, because you have to, as I understand it, 
bear in mind these alternatives in evaluating what you finally did, 
suppose there had been a gift or sale to an American citizen of the 14 
ships. That would have wiped out the whole transaction. I mean by 
that that Onassis would have been out of the picture and the whole 
deal would have been finished as of that moment as far as you are 
concerned. 

Mr. Doun. That is correct. 

Mr. Totterson. What would have prevented the owner of those 
vessels, through gift or sale, from entering into the same kind of 
transaction with the Maritime Administration that the trust ar- 
ranged? In other words, that citizen could have entered into an agree- 
ment with the Maritime Administration to trade-out-and-build these 
identical ships that are supposed to be built under this trust agreement. 

Mr. Dous. That is correct, and that is why we permitted an author- 
ity to at least apply to the Maritime Commission to go into the trust 
agreement because any American citizen had that privilege so that 
there was no reason why we should deny the Grace National Bank the 
sume privilege that any American citizen would have had. 

Mr. Totierson. All right. Now then, assume that the trust could 
be revoked at the end of 5 years. Would the position of the Govern- 
ment be any different there than it would be if the sale or gift had 
been made to some other private citizen and there had been a trade- 
out-and-build agreement made? 

Mr. Dour. No. 

Mr. Touierson. Then, as far as the Government is concerned, the 
trust agreement, even if revoked at the end of 5 years, would be no 
worse or no better than the other 2 alternatives. 

Mr. Dovus. I think it would be definitely better because that Ameri- 
can citizen could have turned around and made sales of stock, made 
sales of ships, and there was always the danger from our point of view 
that there might be some secret agreements that we did not know about 
perpetuating Mr. Onassis’ influence and control. 

Mr. Touuerson. The Government has all its money plus $7 million. 
The only thing that remains now is the trade-out-and-build factor 
and under the trust agreement that would be no different except that 
you preferred it to the situation which would exist if the sale had 
been made or there had been a gift made of the stock to some other 
private individual or private corporation. 

Mr. Dour. That is correct, Mr. Tollefson, 

Mr. Rivers. Will the gentleman yield ? 

Mr. Totuerson. I will be happy to yield. 
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Mr. Rivers. I understood Mr. Doub to say that he did not get all 
that he wanted had he gone to trial on the case. Did you say that? 

Mr. Doun. Well, I said that, if we had gone forward with the liti- 
gation without a settlement, it would have been our hope that we 
would have recovered all these vessels. 

Mr. Rivers. Did your case have any weaknesses from the legal 
standpoint or was it weak from the practical standpoint? You spoke 
about the employment of seamen and keeping the ships in operation, 
Was there a practical application to the acceptance of this verdict, this 
plea? 

Mr. Dour. Maritime was, I think, more anxious and interested in 
keeping these vessels in operation than it might have been in getting 
them back but we had a number of legal difficulties and problems. 
Last week I described these adverse decisions confronting us which 
we would have had to have upset on appeal in order to be successful. 

Mr. Rivers. So that vou had a question as to the appellate end of 
it plus the practical application. 

Mr. Dovus. That is true. 

The Cuatrman. Mr. Tollefson. 

Mr. Totierson. I am through, Mr. Chairman. 

The Cuatrrman. Mr. Garmatz? 

Mr. Garmatz. Following along the lines of Mr. Tollefson’s think- 
ing, there were two other ways besides this particular agreement 
which you have now. I think Mr. Tollefson was exploring the fact 
of a sale to an individual citizen, is that correct ? 

Mr. Totuerson. Either an individual citizen or a fully-owned 
American corporation. 

Mr. Garmatz. Under this setup now the Government has received 
$1414 million plus $7 million, is that correct, Mr. Doub? 

Mr. Dovs. $1514 million plus $7 million. 

Mr. Garmatz. Where would the Government come in on the finan- 
cial point of view had it gone to an ordinary citizen or taken the 
other course? Would the Government have received any money at 
all either if it went to a private citizen or if the third plan that could 
have been worked out were applied? Is that stretching it too far? 

Mr. Dous. We would have gotten the $7 million provided for in the 
settlement agreement of December 1955, because that was fixed and 
defined. 

Mr. Garmatz. How about the $1514 million? Would the Govern- 
ment have received that, had it gone to a private citizen ? 

Mr. Dous. Yes; we would have kept that, so that the only thing left 
open after that settlement agreement was made by Judge Burger i in 
December of 1955 was this “requirement that within 6 months Mr. 
Onassis would reorganize these corporations so that control would 
be vested in American citizens and that, whereas we had this choice 
to some extent or at least Mr. Onassis did, as to whether he should 
make an outright gift of the stock of these corporations to American 
citizens or whether he should make a sale to American citizens or 
whether a trust would be set up and we definitely preferred the trust 
because it would be much more restrictive and we could visualize 
what could happen in the future, we could not visualize what could 
happen in the future if there was an outright gift of the stock or a 
sale or a purported sale to an American citizen. 
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Mr. Garmarz. The Government would still receive this amount of 
money, had it gone to the citizen program. 

Mr. Dovus. That is right. 

Mr. Garmatz. That is all, Mr. Chairman. 

The Cuarrman. Mr. Miller? 

Mr. Miutzer. I have no questions. 

The Cuairman. Mr. Pelly ? 

Mr. Pexiy. I should be more familiar with the background, but 
just to brief me on the origin of this particular case, who got Justice 
into this in the first place ¢ 

Mr. Dous. Our investigation began and later our litigation followed 
upon the basis of a letter which the Department of Justice received 
from the Secretary of Commerce which pointed out that there was 
reason to believe there might have been sales of vessels by the Mari- 
time Commission to aliens which was not in accordance with con- 
gressional policy. 

Mr. Petty. One branch of government was asking another depart- 
ment to check on it to see whether it had done the proper thing. 

Mr. Dour. That is right. We then directed the Federal Bureau 
of Investigation to make an intensive investigation of these various 
tanker transactions which involved a number of groups, the Niarchos 
eroup, the Kulikundis group, the Onassis group, and others. 

Mr. Peitiy. When did the Secretary of Commerce first direct the 
letter to the Department of Justice? I do not want the exact date, 
but approximately when did that occur ? 

Mr. Dous. It was either 1950 or 1951, Mr. Pelly. 

Mr. Petty. This investigation then took a long time. Was it be- 
cause the ownership was so involved ? 

Mr. Dous. Yes; it was highly involved. In the case of the Niarchos 
transactions the FBI’s investigation covered three continents, North 
American, South American and Europe, and the factual situations 
were highly complicated in each of these group cases and very differ- 
ent in each one. 

Mr. Petty. Did the law change in the interim between 1950 and 
the time when this settlement was arranged? Did you say that was 
completed in December of 1955 ? 

Mr. Dous. I do not recall. 

Mr. Petiy. You finally arranged a settlement, and I think you said 
it was December of 1955. 

Mr. Dovus. On December 21, 1955, the Onassis settlement was made. 
The other settlements had been made in 1954 and 1955. Actually, 
this settlement was more onerous upon Mr. Onassis and more favor- 
able to the Government than the settlements in any of the prior 
tanker group cases. 

Mr. Peciy. Had the law governing the ownership or transfer of 
American-flag vessels changed during that particular period ? 

_ Mr. Dous. No, Mr. Colby tells me that there has been no change 
in the law at all and we have the same law today that we had involved 
in this litigation. 

Mr. Petty. Thank you very much. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Santangelo. 

Mr. SANTANGELO. I have no questions. 

The Cnaimman. Mr. Zelenko? 
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Mr. ZetenKo. Would it not have been more protective for the Gov- 
ernment, Mr. Doub, if the Government was interested in the trust 
agreement, to make it an irrevocable trust, that is, without any of 
these provision that Onassis can get it back in 5 years under certain 
conditions, or that he can get it back under consent ? 

What interests me, sir, and I think it interests some members of the 
committee, is that if the Government was interested in putting this in 
American citizenship and we are talking of a trust agreement, why 
was it just not a plain, irrevocable trust such as we have been given 
to understand? ‘That is, he gives it to his children and it is theirs. 
What was the purpose, if you can tell us briefly, of giving him the 
provision in there that he might get it back in 5 years or he could get 
it back at any time in consent? How is the Government protec ted 
better in that way rather than in a plain, outright, irrevocable trust? 

Mr. Dovus. Well, these matters are matters of negotiations as in the 
case of any settlement of give and take. It is like saying, “Why did 
we not collect $8 million instead of $7 million 2” 

In the civil division we probably make 10,000 settlements a year 
and I suppose in every one you could argue, “Why was it not more 
favorable to the Government ?” 

Mr. Zetenko. Well, I think the big question in your criminal and 
civil cases and in the trust was to protect the Government and the 
people of this country, to make sure that American citizens would own 
the ships even if they were Onassis children. Now, a saser irrev- 
ocable trust without these provisions would protect the Government 
more, would it not, regardless of your bargaining? If it was a plain, 
outright, irrevocable trust, that is that Onassis cannot get it back, 
under any circumstances, it belongs to his American ¢ itizen children, 
would that not be more protective to the Government ? 

Mr. Dovs. You have to consider several things. He had paid for 
these vessels or these corporations had paid $1514 million. Then we 
had made him pay $7 million more. I think we have some obligation 
to be just and equitable and not just try to crucify someone. 

Mr. ZeLtENKo. It is not a question of crucifying him. It is a ques 
tion of making sure that the control is in American citizens. Would 
it not have been better to make sure of the control by saying that it is 
irrevocable, it is in the hands of his children ? 

Mr. Down. I have reiterated that we are satisfied that we have vested 
control over these ship-owning corporations and their vessels in Amer 
ican citizens. I believe, Mr. Zelenko, that as this trust continues, and 
it is going to continue a lot longer than 5 years, that events will justify 
our opinion. 

Mr. ZeLENKO. That is only guesswork. Iam going toask you again. 

Mr. Dous. You are guessing. 

Mr. ZeLtenxKo. I am not going to guess. 

Mr. Dovs. You are guessing and you are speculating on hypothetical 
possibilities and ignoring things. 

Mr. Asntry. They are possibilities that exist under the trust agree 
ment. Isthat not what he is saying? 

The CHarrmMan. Just amoment. 

Mr. ZeLenKo. I have not yielded. An outright, irrevocable trust 
under American control would protect the government better than 
what you have now. Would not an outright, irrevocable trust protect 
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the Government on the question of control better than what you have 
now ¢ 

Mr. Dovs. I think that you could say it would be a tighter pro- 
vision if it were not revocable at all. 

Mr. ZELENKO. You mean it would be tighter, more protective for the 
Government if it were not revocable at all. Is that what you mean ? 

Mr. Dovus. Yes, sir; but you must consider that the Government, 
the Department of Justice, had no interest in this trust once these 
vessels had been sold. We were trying to perpetuate American citi- 
zenship control of vessels. Now, if the vessels were not in that trust 
we had no interest in it at all. 

Mr. ZeLENKO. Does that not affirm what I have said, that it is 
just a question of having control for the period of 5 years; and you 
are accurate when you say that now the Government has control but 
with these loopholes the Government has no further interest. 

Mr. Dovn. Well, bear in mind that this trust is not terminable just 
at the end of 5 years. The three-fourths of the directors, these inde- 
pendent directors will have had to have sold all the American-flag 
vessels and under the program that has been outlined to you they will 
not have been sold within five years or within the foreseeable future. 

Mr. ZetenKo. Mr. Doub, if the trust were irrevocable, the Govern- 
ment would not have to worry, none of us would have to speculate as to 
what Onassis is going to do or not or what the trust is going to do or 
not. If the trust were irrevocable we would not h: ave to engaged i in 
speculation. We would know, would we not, that it would have to 
remain under Government control ? 

Mr. Dous. I do not think it is any use to argue about that. Mr. 
Zelenko has his point of view and I have mine. 

The CuarrMan. I understand. Let me see if I can clear my think- 
ing on this. You made this trust agreement in a negotiation with the 
representatives of Onassis and Justice. That is correct, is it not? 

Mr. Dovs. This trust was negotiated between counsel for Mr. 
Onassis who was transferring— 

The CuHarrman. And Justice? 

Mr. Dovus. Just a moment, Mr. Chairman. Let me state it this 
way. It was negotiated between Mr. Onassis who was transferring 
his property valued at, say, $21 million or more, and the Grace Na- 
tional Bank. It was then submitted to us for veto or acceptance for 
one limited purpose. That was all our legal right was, to pass on this 
trust as to whether it accomplished our requirement. or did not ac- 
complish it. That requirement was, did it vest control of these assets 
in American citizens / 

The CHatrmMan. Had you not accepted the trust you would have 
had to proceed with the suit. 

Mr. Dous. No, Mr. Chairman. If we had not accepted it the settle- 
ment agreement provided that there should be various penalties = 
posed, the forfeiture of the ships and then a credit of, I think, $ 
million against the $7 million required payment; but practically, if 
we had not accepted it, why, I think that he would have come up 
with some other method of transfer such as an outright gift or an out- 
right sale, and frankly, we did not want that. I think that would have 
been extremely vulnerable from the point of view of the Department 
of Justice. 

The CuHarrman. Anyway, you have taken your position on it. 
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Now we will proceed. 

Mr. ZeLeNKoO. I have just one other question. 

In regard to this letter of March 20 which was sent by Mr. Colby, 
your associate, after the settlement in December of 1955, Onassis then 
could have gone into any one of these three methods of which you 
spoke, either a gift, a sale, or a trust ? 

Mr. Dovs. That is right. 

Mr. ZerEnKO. Now, then he advanced, or it was advanced between 
the Government and his interests, that some kind of a trust. be entered 
into which required the purchase of stock, or required him to have 
75 percent of the stock. 

Mr. Dovus. Transferred to the Grace Bank. 

Mr. ZeteENKo. Now I will read a paragraph here which interests 
me, and I would appreciate an explanation. This is sent by Mr. Colby: 

In the light of the restrictions now in effect with respect to the purchase of 
Stock by noncitizens, we believe approval of the acquisition of the stock by you 
would have to be obtained from the Maritime Administration. 

That is one sentence. That, of course, is an opinion by the Attor- 
ney General that, under the existing law, he would have to get ap- 
proval of the Maritime before he, Onassis, could buy more stock; that 
one sentence. 

Mr. Dovus. Wait a minute, That letter was in reply toa letter from 
Mr. Onassis inquiring whether there would be any violation of law, 
or whether the Department of Justice would object, if he acquired 
title to additional shares of stock, namely, up to 75 percent of United 
States Petroleum Carriers and Trafalgar in order to make delivery of 
those shares to the Grace National Bank upon execution of the deed 
of trust. 

We were requiring him to deposit 75 percent of this stock with the 
Grace Bank under this trust. Now, he obviously had to get it in 
some way in order to make delivery. 

We said in there that, if he did it, as an alien, he would have to 
obtain the approval of the Maritime Commission under our law, but 
we suggested, or Mr. Burger who wrote the letter suggested, that it 
would be satisfactory to the Department of Justice if an American 
citizen acquired those shares and made delivery. 

Mr. Zecenko. That is my point. He wrote you a letter. He said, 
“How am I going to go about buying the stock ?” 

You then wrote him and said: 

In view of the law you would have to, if you, Onassis, want to buy the stock, 
get approval of the Maritime Administration. 

Mr. Dovus. Now read the next sentence. 

Mr. ZeteN«Ko. I am going to read it. You said: 

Such approval would not seem necessary in the special circumstances of this 
situation if the stock, although paid by you, were acquired in the name of any 
citizen, to be held for the benefit of the trust. 

What you were, in effect, telling him then was that, although the law 
required him to get the approval of the Maritime Administration, it 
would be all right with you, signed by Mr. Colby, if he bought that 
stock in the name of a dummy, of an American citizen: although it 
was his stock, if he bought it in the name of a dummy, it would be all 
right. That is what you told him in the letter. 








= - -— “| 


STUDY OF VESSEL TRANSFERS 403 


Mr. Dovs. He said “under those special circumstances,” and the 
special circumstances were that obviously, when we were requiring him 
to deliver 75 percent of the stock of these corporations to the Grace 
Bank upon the execution of the trust deed, he had to be able to accumu- 
late it and, if you think that that was a technical violation of the law, 
it was so technical that we would never object to it or take any action. 
Of course he had to acquire the shares, and of course he had to make 
delivery, and it was perfectly permissible for him to use Mr. Broun 
as the American citizen for that purpose. 

Mr. Ze_enko. The point is this: You say that you counseled him 
that, even if he violated the law technically, it was all right with the 
Department of Justice? 

Mr. Doun. I did not say that. I do not think there would have 
been a violation of the law under those conditions. He was doing 
what we required him to do. We could not play it both ways and 
say, “You have to deliver 75 percent of the stock, but there is no way 
that we will permit you to acquire the shares.” 

We would have frustrated what we were trying to do and what we 
were forcing him to do. 

Mr. ZELENKO. Had you any reason to believe that, under this entire 
set of negotiations which you say were taken in conjunction with the 
Maritime Administration and yourself, the Maritime Administration 
would have refused him the permission to do this, if he sought the 
permission rather than proceeded by the subterfuge that was advised 
in this letter? Have you any reason to believe that Maritime would 
have refused the permission ? 

Mr. Dovs. There was no subterfuge. It would have been perfectly 
silly to have required the approval of Maritime to the acquisition of 
shares of stock which the Department of Justice not only was per- 
mitting but was insisting upon. 

Mr. Zetenko. Had you consulted with the Maritime Administra- 
tion and said, “Look, we are going to permit this man to buy stock”? 

Mr. Dovs. I was not even in the Department of Justice then, so 
that I do not know. 

Mr. ZeELENKO. I do not want to belabor it. 

The Cuatrman. Let us not belabor the point. 

The Department of Justice agreed, we might say, that he use this 
means to get this stock to conform with the trust. 

Mr. Dous. That is right, Mr. Chairman. 

The CuatrmMan. Mr. Garmatz. 

Mr. Garmatz. Mr. Doub, you say that there were three ways; the 
gift, the sale, and the trust. Do you feel that the Government came 
out with the best deal financially by having the trust, as far as pro- 
tection for the United States Government is concerned ? 

Mr. Dovus. Definitely. 

Mr. Garmatz. Do you feel that the trust on which you decided, and 
which is in effect now, was the best of the three potential deals ? 

Mr. Dous. I do, Mr. Garmatz. It is far better from the point of 
view of the United States to have this stock held by an independent 
corporation, a bank plus these outstanding, independent directors 
with all the restrictions that there are in this trust. 

Mr. Garmatz. That is 75 percent ? 

Mr. Dovs. That is right. That is rather than to have had Onassis 
just transfer his stock under a purported sale or purported gift to 
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some American citizen. How would we ever know that that was bona 
fide? We would have had to have had a full-scale investigation, and 
might have ended up in the same kind of litigation which we were just 
trying to settle. 

Mr. Garmatz. In this way you know what the agreement is and 
with whom you are dealing. You have the individuals, the stockhold- 
ers, and everything pretty much in what you might call the palm of 
your hand. 

Mr. Dous. That is right. 

The Cuatrman. Mr. Mailliard. 

Mr. Mariuarp. Mr. Chairman. 

Some of these legal complications are worrying a nonlawyer here. 
We have had a lot of talk about the irrevocability or nonirrevocability 
of this trust. The point escapes me as to what this has to do with 
the purposes of the trust. 

Am I correct in my belief that the Government’s interest went 
only to the ships ? 

Mr. Dous. That is right. 

Mr. Maiiurarp. The revocability existed only if there were no 
ships? 

Mr. Dovus. That is right. 

Mr. Maruurarp. Then what is the connection between irrevocability 
and the protection of the United States control over the ships? 

Mr. Down. We cannot see it. 

Mr. Totterson. Would the gentleman yield there ? 

Mr. Mainirarp. Yes; I yield. 

Mr. Totierson. We have been discussing this matter of American 
ownership of ships. I do not think this is in the record. Possibly 
IT 1S. 

Have we been discussing title to 14 ships or 21 ships? Which 
number was it ? 

Mr. Dovus. Well, there were 21 ships involved in the litigation, and 
14 of those had been purchased from the Maritime Commission. 

Mr. Totierson. The number is not so important. It would have 
been impossible under this whole arrangement for title to those ships 
and title to the new ships to be in American ownership; is that 
correct ¢ 

Mr. Dovus. You mean under the build-and-trade-out program ? 

Mr. Totierson. Well, under this whole arrangement or deal or 
agreement. There was involved one thing by permission of the 
Maritime authority. That was the transfer of certain ships foreign 
in return for an agreement to build new ships? 

Mr. Dovun. That is correct. There were no transfers to foreign 
flag that could be made without the approval of Maritime, as in the 
case of any other American citizen. 

Mr. Totierson. So that, what the Maritime Administration did in 
effect was to substitute title to one group of ships for title to another 
group of ships, and, even if the trust is revoked here at any point, title 
to the new ships to be built will be in American citizenship ? 

Mr. Doves. They will, and also this trust cannot be revoked since 
those new vessels will be in the trust. 

Mr. Totierson. Assuming that they are built, and then for some 
reason or another they are sold, then the trust can be revoked, but 
those ships will be under American flag, will they not ? 
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Mr. Dovs. They will, unless the Maritime approves a transfer. 

Mr. ZeLENKo. Will the gentleman yield 

About which ships is the gentleman talking, the new ones that are 
being built or the ones tr ansferred out ? 

Mr. Toutterson. What I am trying to get into the record is that, 
under this agreement, all the ships cannot be under American flag. 
Under the agreement, the only ones that can be under American flag 
are the new ones. If there was not an agreement or permission by 
the Maritime Commission to trade out, there would not be new 
ships built, would there ? 

Mr. Dourn. No. 

Mr. Totiterson. The Maritime Administration had its choice, and 
you had no real control over that. The Maritime Administration 
had the choice of choosing to have the original ships under American 
flag or the new tankers under American flag, and, for reasons of 
their own, they chose to have the new ships under American flag 
rather than the old. 

Mr. Dovus. That is correct. 

Mr. Totterson. They could not have had them both because, if the 
original ones stayed under American flag, there would not have been 
any agreement to build ? 

Mr. Dovs. That is right. 

Mr. Totterson. Do you care whether the title to the new ships is 
held by the trust or by some other American citizen ? 

Mr. Dovs. Well, I would prefer that they be in the trust. 

Mr. Totterson. Would the position of the Government then, be 
any weaker ? 

Mr. Dovrn. No. As long as they are in American citizens, we are 
satisfied. 

Mr. Toutierson. That is all, Mr. Chairman. I will ask no more 
questions. 

Mr. Asuiry. Mr. Chairman. 

The Cuarrman. Mr. Ashley. 

Mr. Asutry. I have just a couple of questions. I would like to 
pursue that a little. 

If gift or sale would result in control-ownership in American citi- 
zens, why do you place the trust agreement on the higher level than 
the gift or sale? 

Mr. Dovuns. Mr. Ashley, in the first place, I was afraid that there 
might be some secret agreements there with the alleged donee of a 
gift or transferee of a sale that might perpetuate Mr. Onassis’ influ- 
ence, No. 1. And, No. 2, once there had been such a gift or sale, the 
transferee would have been free at any time, without any restrictions, 
to resell, to perhaps take action that would be inconsistent with our 
objective of perpetuating control of these vessels in American 
citizens. 

Now, under this trust, we know that we have an independent New 
York bank in control of those ships. We know that we have out- 
standing, independent directors in control of those vessels, and we be- 
lieve that practically, this trust is going to last for a considerable 
period of time, and we know exactly with what we are dealing. 

Mr. Santanceto. Would the gentleman yield for one question ? 

Mr. Asutiry. Yes, sir. 
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Mr. SantanGeo. Tell me, how independent were the trustees when 
Mr. Onassis had to pay their fees ? 

Mr. Dovs. Of course, there had to be an agreement between the 
Grace Bank and the donor of the trust property as to what the trustee 
would charge for its services. 

Now, the Grace Bank explained to me that this was not the ordinary 
trust of securities, where all a trustee had to do was invest securities 
and make prudent investments and collect and distribute the income, 
Here they were going to be operating a vast fleet of vessels, and they 
stated that they just ‘did not know and could not antic ipate precisely 
what their compensation should be as they could do in the case of the 
ordinary trust of securities. 

Therefore, they defined in their agreement with Mr. Onassis what 
their compensation should be, and they provided, as I recall it, for 
annual payments, and they also reserved the right to ask for addi- 
tional compensation subject to his approval. 

Mr. SantanGevo. What sort of a right is that when Mr. Onassis 
will say, “I will not give it to you”? Onassis, in the final result, had 
the decision as to whether or not they would be paid more or less. 

Mr. Doun. More, not less. 

Mr. SantTance.o. Well, he had a minimum of $50,000. 

Mr. Dovn. Yes, and I could not conceive of the trustee being entitled 
to more compensation than that very substantial minimum of $50,000. 
Also, the Grace Bank, a large New York financial institution, in my 
judgment would not be influenced in its independence one iota by the 
fact that they might require Onassis’ approval for any additional extra 
compensation. 

The Cuatrman. Mr. Ashley. 

Mr. Asuiey. I will yield further to the gentleman. 

Mr. SANTANGELO. I am sorry. 

The CuarrmMan. Now, Mr. Santangelo, you may proceed. 

Mr. Sanrancevo. Mr. Doub, I have faith in the Grace Bank, but 
the Grace Bank consists of men just like any other institution. If the 
fees had been charged in accordance with the rates set by the law, the 
schedule of rates which either the surrogate court or any other court 
sets, would the trustees have been paid more or less? 

Mr. Dovsn. They would have been paid very much less. As a matter 
of fact, there was no way by which you could apply to this trustee 
and his services the standard compensation rates of a fiduciary, because 
those rates are predicated upon the handling of securities, the invest- 
ment of securities, and the income derived from securities. The re- 
sponsibilities of this trustee are entirely different because they involve 
the operation of a fleet of ships. 

Mr. SanranGevo. In certain instances, where there are detailed ac- 
tivities to be conducted by the fiduciary, the court allows an additional 
rate over and above the percentages which a fiduciary or trustee would 
ordinarily get, as they do ina real estate transaction. Not only do they 
get the trustee’s rates, but they take a certain percentage for handling. 

Mr. Dovs. That is right. 

Mr. SanrancELo. Would there be any such thing with respect to 
this transaction where they would get the normal rates rather than a 
rate to be fixed by Onassis ? 

Mr. Dous. I do not think that the Grace National Bank would ever 
have accepted the trust on the basis of the standard compensation of a 
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trustee handling only the investment of securities and the collection of 
income. 

Mr. SanranGeLo. The only point I tried to make is that, if we are 
trying to divert control from Onassis, I cannot see why the Depart- 
ment would authorize him to pay the fiddler. Now, he finally had to 
pay the Grace Bank and determine how much he wanted to pay the 
Grace Bank for its services 

Do you not think that, when he had the right to make a payment 
higher, that he could be controlling the activity or the conduct or the 
operation by the Grace National Bank ? 

Mr. Dous. Well, he could, even without that provision. The trustee 
could always have asked Mr. Onassis for additional compensation and, 
if Mr. Onassis agreed, since he was the only party that had an interest 
in this trust, I suppose that the trustee would have received the addi- 

tional compensation. 

When I say the only person that had an interest, I mean as the maker 
of the trust. 

Mr. SantrAnceLo. Once he had made the trust, he is supposed to have 
divested himself of complete control. If you are going to put in his 
hands the right to make compensation to the trustee who is going to 
carry it out, do you not think that you are still giving him an interest 
in the operation and control of the trust? 

Mr. Dous. No; I do not think so. 

Mr. SantTANGELo. I am sorry. 

The CuatrMaAn. That is the witness’ answer. 

Mr. Sanrance.o. [am sorry that his faith goes that far. 

Mr. Doun. Perhaps I have more faith in human nature than I should 
have. 

Mr. SANTANGELO. Since you are a member of the Department of 
Justice, I think that the Department prosecutes many people who 
have shown bad faith. 

Mr. Asuitey. What the gentleman is saying is that, while the trustee 
owes no obligation to the grantor once the trust agreement has been 
consummated, the fact that this $100,000 comes in every year from the 
grantor might possibly have a psychological effect upon ‘the trustee. 

What duties do the trustee owe to the Government in this case? 

The CuairmMan. Do you yield? 

Mr. Sanrancero. Yes; I yield back to Mr. Ashley 

Mr. Dovus. The only duty to the Government is the full understand- 
ing on the part of the officials of the Grace National Bank of our objec- 
tives in setting up this trust. 

Mr. Asury. So that we go right back to the terms of the trust agree- 
ment, and that is the only leoal duty that the trustee has, is to carry 
out the provisions of the trust agreement; is that correct ? 

Mr. Dous. That is right. The United States is not a party to the 
trust agreement. The parties are only Mr. Onassis and the Grace 
National Bank. 

Mr. Asuiey. Sothat we go back to the bald terms of the trust agree- 
ment, and that would take us right back to the questions and attitudes 
that Mr. Zelenko has announced and/or that you have announced on 
the other side. 

This trust agreement is certainly subject to interpretation. It is 
subject to conjecture, is it not? That is to say, as to whether or not it 
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will be terminated in 5 years with Onassis coming out far ahead. It 
would depend on the trust agreement, would it not 2 

Mr. Dovus. And it would depend on the action taken by the Grace 
Bank and three-fourths of these directors. In other words, there is 
not any right or revocation unless there are no vessels in the trust. 

Mr. Asutey. Yes. 

Mr. Dovs. They can only be sold with the consent of three-fourtlhis 
of those directors, and the Grace Bank. 

Mr. Asuiey. I see. 

That is all, Mr. Chairman. 

The Cuarrman. The counsel has a few questions. 

Mr. Drewry. Mr. Doub, I am interested in the effect of the para- 

graph on the top of page 5 of the trust agreement, which reads at 
the beginning: 
* * * if at the termination of the trust created hereby, the trust property 
includes a shipping corporation, no person other than a citizen of the United 
States shall be a remainderman or shall be deemed to be then living for the 
purposes of this article. 

On the death of the beneficiaries the trust would terminate. I be- 
heve the law of the State of residence of the decedents would control 
the distribution. Therefore, then, would not the shipping corpora- 
tions be distributed in accordance with the laws of that State, which 
could well mean that the distributees would be noncitizens? 

ane Dovs. I do not believe so. You will find at the bottom of page 

, Mr. Drewry, this statement : 

If at the termination of the trust created hereby, no remainderman is then 
living— 
and those are these American children of Mr. Onassis- 
the trustee shall either sell all of the shares of each shipping corporation, or 
cause such corporation and its subsidiaries to sell all of the vessels owned by 
them, in either case in accordance with applicable law, and the trustee shall 
thereupon pay over the proceeds of said shares, or assign, transfer and deliver 
said shares, as the case may be, together with the entire balance of the trust 
property, to the distributees of the income beneficiary who died last. 

In other words, let us suppose these children died. First, if they 
are living at the termination of the trust, they will inherit as re- 
maindermen and take over the trust property. If they are not living, 
to insure that these vessels did not go to Mr. Onassis by inheritance, 
we put in the provision that the vessels should be sold and the "y would 
have to be sold to American citizens under our present law unless the 
Maritime Commission approved a sale to aliens. 

Mr. Drewry. On page 16, article fifteenth, | wish you would give 
us an explanation of the significance of that article as to just exactly 
why it was felt necessary to insert that provision that— 
the trustee will not permit any operations to be carried on by vessels owned 
or controlled by USP and/or its subsidiaries, Trafalgar, and/or any other 
corporation the majority of the stock of which may be held hereunder, which 
would be contrary to law or would conflict with the provisions of the operating- 
differential subsidy agreements of Grace Line * * * 
and so on. 

What does that mean ? 

Mr. Dovs. May I read that over, Mr. Drewry ? 

Mr. Drewry. Yes, sir. 
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Mr. Dovus. The first part of that provision was required by the 
Department of Justice, that the trustee would not permit any opera- 
tions to be carried on of these vessels which would be contrary to law. 
Now, the balance of the provision that the operations must not conflict 
with the provisions of the operating-differential subsidy agreements 
of the Grace Line or might result, in the opinion of the trustee, in 
the loss of subsidies payable to the Grace Line without the approval 
of the Maritime Board, was inserted at the insistence of the Grace 
National Bank because the Grace Bank is affiliated with the Grace 
Line and they wanted to be sure that their operations of these vessels 
could not cause any loss of the subsidy arrangements between tne 
Grace Line and the Maritime Commission. 

Mr. Drewrey. That was required by the Grace Bank, not by Mari- 
time ? 

Mr. Dovus. Yes, sir. 

Mr. Drewry. | 7: ave just one more question. On your first appear- 
ance you made reference to what you had called the basic cause of 
abuses the at developed in connection with the sale of surplus tankers. 
On page 319 of the typed transcript you said : 

[ think that it was an unsound legislative policy authorizing and directing 
the Maritime Administration to sell surplus tankers at a price calculated on the 
basis of a formula which was entirely artificial and resulted in the sales of those 
surplus tankers at prices unrelated to their fair market value. 

Are you familiar with the background of the Ship Sales Act? 

Mr. Dous. Mr. Drewry, I read over my testimony on that point and 
after doing so I feel that the statement I made was definitely too 
broad and should be qualified. At the time the bill was passed there 
was very little market for our surplus vessels and I do not think that 
Congress set up an unwise standard in the light of the conditions which 
prevailed at the time the bill was passed. That standard was at a 
price equal to that at which a vessel would have cost in an American 
yard less the subsidy authorized. Namely, it would work out at about 
the cost of building in a foreign yard so if the vessels had been sold at 
competitive biding or the then fair market price which was indus- 
trially low at the time the bill was passed and for I think about 9 
months or a year after it was passed, the Government would not have 
realized as much money as it did for them under the formula. 

Now, later the value of tankers had a spectacular rise which Con- 
gress could not have foreseen and this did result in later purchasers 
reaping, I understand, very substantial profits but I am glad to have 
this opportunity to qualify my statement. 

Mr. Drewery. I think there was more behind the policy of estab- 
lishing the formula than merely the question of disposing of surplus 
ships. That is all, Mr. Chairman. 

The CHarrman. Now, the minority has used 35 minutes and the 
majority has used 60 minutes. There is time for 7 more minutes. 
Does anyone else want to ask any questions of this witness ? 

Mr. Minter. Mr. Chairman, I would like to make a little observa- 
tion. 

The Cuamman. Mr. Miller. 

Mr. Miuuer. You called me yesterday. 

The CHarrman, Let us not bring that up. 

Mr. Mituer. I want to go into that. Iam happy to strike from the 
record some things that might have been said in the case, but I think 
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the gentleman has again just typified that he has gone off a little bit in 
haste when he makes the statement that he just ‘does with respect to 
his knowledge and background of the Ship Sales Act. I have no more 
to say. 

The CHatrmMan. All right. 

Are there any other questions ¢ 

Mr. Zelenko. 

Mr. ZeLeNnKo. I wanted to ask Mr. Colby in regard to that letter 
of March 20, whether or not this was not an invitation to Mr. Onassis 
to continue to do what he had been doing before, that is, using Ameri- 
can citizens for fronts to keep under the operation of the law. In 
other words, I have not been told by any of the witnesses here that 
Maritime refused Mr. Onassis permission to buy stock for this trust. 
The opinion in the letter of the Attorney General stated that that was 
the law but that he should apply to Maritime for permission. There 
is no evidence that Maritime refused him. Nevertheless, in this letter 
of March 20 by the Department of Justice it appears to me and I would 
appreciate if you would give me an answer, that the Department told 
him to proceed exactly the way he had been proceeding in the past 
Ww —_ the ships, that is, use American citizens for the purchase of stock 

* the control of stock. Now, can you tell me what the difference 
was and why the Department did not have him follow the law as it 
was supposed to be? 

Mr. Corsy. As you recall from the previous letter, the problem 
here was what means should Mr. Onassis follow in acquiring owner- 
ship of the 75 percent of the stock. He was going to be obliged 
under the agreement to put up the money to purchase the additional 
shares. He could not, of course, as an alien, take title to those shares 
in a domestic shipping company even for the purpose of collecting 
them and transferring them to the trustee, Grace National Bank, ex- 
cept by obtaining the permission of the Maritime Administration, a 
matter which we were informed would take some matter of days and 
his representatives thought the stock could be obtained very relatively 
promptly at any rate. 

Before the letter was written I was consulted about it and I told 
the attorney in charge of the matter to tell Mr. Onassis’ representatives 
that I was certainly quite unaware why they did not proceed like you 
do ordinarily in such matters to acquire them through a broker or an 
escrow agent, and I was totally at a loss as to why the Maritime 
Administration should be required to march solemnly up the hill and 
approve an acquisition of extra shares of stock in his name only for 
the purpose of turning them over to the Grace National Bank. After 
that, it is my recollection there. were some telephone conversations 
between the attorney in charge of the matter and the representatives 
of Mr. Onassis and they s: aid, “Well, brokers did not do this kind of 
job but they had a nominee as an escrow agent to do it.” 

The nominee appears to be Mr. Broun, who appeared the other day. 
I knew nothing about that until last week. So a letter was prepared 
that said that Mr. Onassis could not do this without the approval of 
the Maritime Administration. However, if you had any nominee, 
the word, loosely, you know, when we are not speaking formally, is a 
strawman, but he is still just an escrow agent whether or not you wish 
to use a colloquial expression. 
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He was the nominee in whose name this was to be done. This was 
done primarily for a matter of saving time. I assume, of course, 
that the Maritime Administration could solemnly have deliberated 
and allowed Mr. Onassis to do it. The thought occurred to me that it 
was not necessary or wise. 

This letter was signed by me, I assume, because Mr. Burger, who 
was responsible for this matter was away at that time and it was 
submitted to me for signature and I signed it. The idea, however, was 
my idea, and that is the origin of it. I did not think then and I do 
not think on hearing the letter now th at that qualified it in the cir- 
cumstances as any suggestion that Mr. Onassis could go about owning 
shipping companies by the means that we had been contending in the 
litigation he was already using. 

Mr. ZeteNKo. Mr. Colby, 1 have just one more question. What was 
the reason for the unholy speed ¢ 

The Maritime Administration, according to what you have told 
us and according to what you say his representatives told you, would 
only take a few di: ays to give approval or deny it. Here it is a question 
of them telling you, “We can pick up the stock in a hurry.’ 

My point is this: Why was it necessary to provide him a means of 
not complying with the law? If it was only a question of a few days, 
what was the rush about the trust, because the checks which we have 
here show that the stock was not even paid for or the transactions were 
not concluded until sometime in May. 

Mr. Cotsy. Mr. Zelenko, it may have been an error of judgment on 
my part, but I certainly approached the thing from the opposite end 
from what you do. In other words, I said, “wW hy in the world do 
you have to have Mr. Onassis, an alien, collecting this stock to turn 
it over to the Grace National Bank, when ordinarily you have brokers 
or escrow agents do this thing? Why have Mr. Onassis, an alien, 
brought in here at great bother to the Maritine Administration and to 
the Department of Justice—and if I m: iy be so foolish as to say so—to 
me to have all of this accomplished ¢” 

In other words, there is nothing sinister about it. I do not see to 
this day where they ever for a moment suggested that Mr. Onassis do 
it. It is the sort of thing that brokers and escrow agents do day after 
day, and day in and day out. Why would Mr. Onassis want to do it 
in his own name? Possibly for the purpose of having the Maritime 
Administration appear in the newspapers as approving his acquiring 
stock. 

I can see no reason for not doing it the way that seemed to me the 
natural way, and considerable reasons for not wishing to do it the 
way that they were for some reason proposing to us. You cannot 
accuse your opposite numbers in a situation of ths sort, Mr. Zelenko, 
either of bad faith or of trying to embarrass you. We merely said, 
in effect, “Let him get an escrow agent,” and that is the w ay the letter 
was written. 

Mr. ZeLENKO. Mr. Colby, I assure you that I am not trying to 
accuse you of anything here. I am merely going along on the basis 
of this letter which Mr. Doub submitted. I wanted to know why, 
if it only took a few days to do it one way, you did it in another way. 

I want to assure you, sir, that all I wanted was an explanation of 
the letter. You have explained it. 
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Mr. Corsy. Thank you. 

Mr. ZeLenko. [t did seem, on the face of it, a little bit out of the 
ordinary. 

Now, the words “out of the ordinary” on my part, I want to assure 
you, carry with them no connotation of any kind. You yourself have 
admitted that it is out of the ordinary and have explained it to us. 

If you were in my place and read it, I think that you would ask the 
same questions, 

Mr. Cotey. Of course, Mr. Zelenko. My only thought was that, 
as I say, I approached it the other way around. I thought the ex- 
traordinary thing was to have Mr. Onassis do it. 

The Cuairman. That concludes the testimony of these witnesses, 

Mr. Zelenko, are there any other witnesses whom you want to call? 

Mr. ZELENKO. I think you proposed the gentleman from the Internal 
Revenue Department. 

The Cuarrman. Yes, and I suggested Mr. Morse. That would be 
2 more days. 

Mr. ZeLtenxo. The witness Mr. Broun submitted certain checks, 
which counsel gave me to look at, with which, as he testified the other 
day, he apparently had paid for this stock. We have the checks. 
Possibly a few minutes with Mr. Broun on the question of the checks 
would be helpful. 

He paid one check to cash to himself, and to some other people. He 
said he used the checks to pay the stockholders for the stock. Accord- 
ing to the payees on some of these checks, it does not appear that way. 
Maybe it is. 

I think that we ought to have Mr. Broun here for a few minutes to 
explain these checks, I think we left him with that proviso. 

Mr. Drewry. Do you have the letter of transmittal, Mr. Zelenko, 
which was sent with the checks ? 

Mr. Zetenxo. Yes;I think I haveit. It was just handed to us. 

Mr. Drewry. That outlines Mr. Ross’s explanation of each of the 
checks. 

Mr. Zetenxo. There is one check for $29,000 to Mr. Broun himself, 
which he cashed at a bank. That apparently could not, on its face, be 
payment toanyone. Hesaid he owned nostock. This check is cashed 
by him. 

There is a letter of transmittal that apparently applies to that, but, 
as I say, this check is made out to him. 

Then there are checks made out to people who are not stockholders 
and have no connection with this at all as to any of the names which 
we have heard. I think that we are entitled to an explanation. 

The question is: Did he pay for this stock or was this merely Onassis’ 
money ¢ 

Mr. Santanocero. Would the gentleman yield ? 

Mr. ZELENKO. I see the check here, dated May 8, in the sum of 
$29,104.58, — Mr. Ross’ explanation is that a check to cash, dated 
May 8, 1956, for $29,104.58 was paid to the First National City Bank 
of New Yor 7 The check is made out to cash. It is endorsed by Mr. 
Broun and cashed by someone, Now, it does not seem to be consistent 
with the statement by Mr. Ross, 

I think that the point of inquiry should be who got the $29,000. 
That is one particular matter. 
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Mr. Drewry. I raised the question. I have done no more than look 
at the letter. 

My question was as to whether those explanations were satisfactory. 

Mr. ZELENKO. They are not. 

I think that would be satisfactory, in addition to having Mr. Morse 
appear. 

The Cuarrman. You want Mr. Broun to appear? 

Mr. ZeLenKo. And you said that Mr. Morse is coming back, sir. 

The Cuatrman. In addition to the witnesses whom I have listed, 
you merely want Mr. Broun? 

Mr. ZeLtenko. That is right, and, if there is one other short one, 
I will let you know immediately. Ido not intend to drag this out, Mr. 
Chairman. 

The Cuarrman. We are closing this on Thursday. 

The hearing is adjourned, to reconvene tomorrow morning at 10 
o'clock. 

(Whereupon, at 12: 05 p. m., the committee recessed, to reconvene at 
10 a. m., Wednesday, April 10, 1957. 
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STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


WEDNESDAY, APRIL 10, 1957 


House or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The CHatrmMan. The committee will come to order. 

The witness this morning is Mr. Ralph S. Gayton, Assistant Di- 
rector of Tax Rules Division, Department of Internal Revenue. 


STATEMENTS OF RALPH S. GAYTON, ASSISTANT DIRECTOR OF TAX 
RULINGS DIVISION; AND NICHALOS TOMASULA, SPECIAL ASSIST- 
AND CHIEF COUNSEL, DEPARTMENT OF INTERNAL REVENUE 


Mr. Drewry. Mr. Gayton, would you identify the gentleman with 
you! 

Mr. Gayron. The gentleman with me is Mr. Tomasulo, who is one 
of the Assistant. Chief Counsels of the Internal Revenue Service. 

The Cuairman. I recognize, Mr. Drewry, counsel for the commit- 
tee, to ask certain questions pertaining to the tax matters. 

Mr. Drewry. Mr. Gayton, in the course of these hearings which 
have been related to the so-called transfer, or trade-out-and-build 
program of the Maritime Administration, there have been a number 
of indications that there may be special tax aspects to the transactions 
in which the committee would be interested. Therefore, we asked 
that you appear here this morning to be available to answer questions 
which are in the minds of the committee and give us some background 
on just the type of tax problems which may be involved. 

Generally speaking, I would like to leave you on your own after I 
try to give you an indication of the type of transfer and then have 
you advise the committee just what the tax implications would be 
in the various types of cases. 

We will have a case, for instance, of an American owner of an 
American-flag ship who will agree to build a new ship if he is per- 
mitted to transfer the older ship that he has to foreign flag; but in 
this case let us say that the American corporation retains ownership 
of the ship which is transferred to foreign flag. 

Would you tell us what, if any, tax implications would be involved 

| in that type of transaction / 

Mr. Gayron, There are no tax implications involved in that trans- 
action. The earnings of the ship, even though under foreign flag, 
would have to be reported by the American corporation. 

115 
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In other words, it is nothing taxwise. 

Mr. Drewry. There are no tax implications at all ? 

Mrs. Gayton. There are none at all. 

Mr. Drewry. Let us take another case of an American corporation 
which receives approval to transfer its older vessel to foreign flag and 
to foreign ownership, into a foreign corporation, let us say a Liberian 
corporation. What types of problems would be involved with that 
simple background ? 

Mr. Gayton. Well, there are two types of problems involved in 
that transaction. First, let us assume that the ship has a tax basis of 
$400,000 to the American corporation. That is cost less depreciation. 

Mr. Drewry. That is what you mean by tax basis. 

Mr. Gayton. Yes. 

Mr. Drewry. Is that what we call book value? 

Mr. Gayton. Well, it is usually book value, but it can be not re- 
flected on the books. In other words, they may take a smaller depre- 
ciation on their books than allowed by the Internal Revenue Service. 

Assume the tax basis is $400,000 and they wish to transfer that to 
a Liberian corporation and also assume the fair market value under 
a foreign flag of that ship is $1 million. If the domestic corporation 
desires to transfer this ship to a Liberian corporation there are two 
sections of the code that come into play. First, there is section 351, 
which says in effect that a transfer of property to a corporation is 
tax free if the transferor receives 80 percent or more of the stock of 
the corporation to which the assets are transferred. 

Now, if that were between two domestic corporations it is not neces- 
sary to contact the Bureau. If it is between a domestic corporation 
and a foreign corporation, then in order to make it tax free under 
section 351, the taxpayer must file a statement under oath with the 
Commissioner of Internal Revenue setting forth all of the facts with 
respect to the transaction, and under 367 he must establish to the satis- 
faction of the Commissioner that one of the principal purposes is not 
the avoidance of Federal income tax. 

Assume he files that statement and he gets clearance. Then the tax 
implications are these: The transfer of the ship to a foreign corpora- 
tion solely in exchange for stock is a nontaxable transaction. The 
basis of the stock received by the United States corporation is the 
same as the basis of the ship transferred, to wit, $400,000. 

The basis of the ship to the Liberian corporation is also $400,000. 
After the ship is trandtoeeed: then we collect no tax on the earnings of 
that ship because it is a nonresident foreign corporation. 

The $400,000 basis comes into play if and when the Liberian cor- 
poration distributes dividends, and the dividends are taxed to the 
American corporation at ordinary rates because Liberia has a very 
nominal income tax. There is no credit. In other words, it is 52 
percent. 

Mr. Drewry. What if the transferor does not convince the Com- 
missioner that the principal purpose or one of the principal purposes 

is not to avoid Federal income tax. 

Mr. Gayton. I did not understand the question. 

Mr. Drewry. What happens if the transferor fails to convince the 
Commissioner of the fact that one of their principal purposes is not 
to avoid the payment of Federal income tax ? 
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Mr. Garton. If he fails to convince the Commissioner or he does 
not file any request for a ruling under 367, the transaction is then 
taxable. Be 

Assuming the same facts, that the basis of the ship is $400,000 and 
the value under foreign ownership and flag is $1 million, when they 
transfer the ship to the Liberian corporation in exchange for stock, 
it then becomes taxabie and the difference between the basis of the 
ship of $400,000 and the value of the stock of the Liberian corporation 
of $1 million is $600,000 and that represents a taxable gain, the same 
as if they had sold the ship for $1 million; and they must pay tax on 
the $600,000, 

The basis of the ship to the Liberian corporation then becomes $1 
million and it only comes into play when you compute the earnings 
and profits available to pay dividends of the foreign corporation. 

Mr. Drewry. That will have the result of making the transferor 
subject to a capital-gains tax but by the vessel, having a higher base 
the taxable dividends would be lower. 

Mr. Gayton. That is right. 

Mr. Drewry. Could that be a complete offset ? 

Mr. Gayton. No; it is not an equal offset. As a matter of fact, 
it is to their advantage to pay a capital gain on the $600,000. Then 
when they compute depreciation on a million-dollar base they can 
recover that against the 52 percent base so that it is really to their 
advantage to have it a taxable transaction. That is from a tax 
standpoint. 

Mr. Drewry. Now, let us take another case. Let us say that an 
American corporation having ships under the American flag transfers 
to a foreign corporation and then has an arrangement whereby the 
new ships to be under the American flag are to be built with the earn- 
ings from the foreign corporation. 

There might be several ways in which those earnings would come to 
the American corporation. It could be, I suppose, through a loan or 
capital contribution or investment or something of that sort. Can 
you discuss the implications of a transaction like that? 

Mr. Gayton. The ordinary way to get the funds over would be by 
the payment of an ordinary dividend. 

Of course, that would be subject to the 52 percent tax. Another 
method would be a loan from the Liberian corporation to the Amer- 
ican corporation. Another method that has been suggested by some 
shipowners is that the Liberian corporation purchase preferred stock 
in the American corporation and thus get the funds, the actual, cash 
over there available for dividends. 

Mr. Drewry. Then how would the tax liability affect each one of 
those types ? 

Mr. Gayton. If it was a bona fide loan there would be no tax 
implications. If it was a purchase of preferred stock, there would 
be no tax implications. If it was a distribution of an ordinary 
dividend it would be subject to the usual corporate tax. 

Mr. Drewry. That is 52 percent. 

Mr. Gayton. 52 percent less nominal credit. In both cases the 
earnings of the ship in the foreign corporation would not be subject 
to United States tax. 

Mr. Drewry. In another hypothetical situation, let us say that 
there is an American corporation with 75 percent of the stock held 
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by a trustee and the stock in a foreign corporation to which the former 
American-flag ships are transferred is likewise held by the same 
trustees for the same beneficiaries and the earnings of the foreign 
corporation are transferred to the building of the new ships by the 
American corporation through dividends. In that case it would be 
taxable to whom, to the trustee ? 

Mr. Gayton. No. Ordinarily the trustee is just a trustee of the 
naked trust. He only holds property for the benefit of the benefici- 
aries and/or the grantor, so that the dividends would be taxable to 
whomever was the proper one under the terms of the trust, either the 
so-called beneficiaries or the grantor of the trust, depending on the 
terms of the trust. 

Mr. Drewry. Do you have many requests for clearance, I believe 
you call it, for ship transactions of these types at the present time ? 

Mr. Gayron. Yes; we have quite a few on hand. I should say we 
have 8 or 10. This trade-out-and-build program is new to us and a 
study is being made as to what our policy is going to be, whether we 
should issue “complete clearances under 367 or whether we should 
deny clearances under 367 or whether we should issue what we call a 
restrictive ruling under 367. 

By “restrictive ruling” I mean that the American corporation will 
agree that the foreign corporation will distribute a substantial por- 
tion of its earnings as ordinary dividends each year. We have had 
ships transferred to foreign ownership and registry because they just 
could not make any money under American flag. They were laid up 
half the time. 

We assume, and it was often represented to be true, that if there 
were earnings dividends would be distributed. 

Another point is, for example, a case where a Liberian corporation 
has a ship and they sell it abroad so that there is no tax against it. 
They cannot bring that money home tax-free to the American parent 
unless they get a clearance under the same section 367 which also 
covers the liquidation of a wholly owned subsidiary. 

Mr. Drewry. They can bring it back in the same way they took it 
out. 

Mr. Garton. Yes; but if they do not get clearance they have to pay 
tax on the money and where this happens we are usually there pointing 
out the cashier’s window at which they pay the tax. 

Mr. Drewry. Now, in the case where an operator asks for clearance 
and advises you that a ship is laid up and he just cannot make any 
money in the present or reasonably foreseeable market, even though 
you know that by transfer to Panamanian or Liberian flag he will 
be in a position to possibly not have to pay any taxes or very little, 
you would be influenced by the fact that he could not make money 
with his property under the American flag and would therefore con- 
clude that avoidance of payment of United States income taxes was 
not a principal purpose for the transfer. 

Mr. Gayton. I think it is perfectly apparent that he is not avoiding 
any Federal income tax. 

Mr. Drewry. What would influence you in the case where the 
American-flag ship is operating and is operating at a profit but clearly 
it can operate under a greater profit if it is under foreign flag? Does 
the fact that the man is going to build new ships have any bearing on 
the subject ? 
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Mr. Gayton. One of the points that we are considering now is 
whether this trade-out-and-build program of the Administration 
should have any influence on our ruling under 367. At the working 
level we are inclined to either issue adverse rulings or restrictive 
rulings where they are going to use the tax savings in a building pro- 
gram, but that final decision has not been made. 

Mr. Drewry. It would seem that, even though that may be a good 
purpose, if such a policy were adopted, would that not put a person 
who transferred in an unfair position compared to, let us say, a sub- 
sidized operator who must maintain his ships under the American 
flag and replace them under the American flag ¢ 

Mr. Gayron. You are getting into imponderables now, Mr. Drewry. 
It is perfectly apparent in the trade-out-and-build program that they 
intend to use the tax savings as an element and we fail to see how that 
has any effect on 367. 

If they admit that one of the principal purposes is the avoidance 
of Federal income tax, that is as far as we have to go. Whether he 
uses that for the building of ships or some other fine moral purpose 
is no concern of ours. 

Mr. Drewry. Is it possible to compute the particular advantages to 
be gained by a transferor to determine how much of that tax advantage 
contributed to the new building ? 

Mr. Gayton. That would bea pretty difficult task. You would have 
to know the earnings before and the earnings afterward of each one 
of these ships and I understand that there are a great many involved. 

Mr. Drewry. What I have in mind is to try to get some conception 
of whether there is, by these tax savings, a real gain to the merchant 
marine or to the Government which is interested in seeing ships built 
and in operation, as against what it would cost the Government in 
direct appropriations if vessels were traded in. 

Mr. Gayron. Mr. Drewry, you are getting into impossible situations. 
As a man who spent 37 years in Internal Revenue, I have no idea how 
to compute it. We only look at the tax angle. Whether the savings 
offset something else or not, I just would not know. 

Mr. Drewry. That is all I have now, Mr. Chairman. 

The Cuamman. Mr. Allen? 

Mr. Auten. Mr. Chairman. 

Mr. Gayton, on the same general thought that Mr. Drewry expressed 
to you, I would like to get some idea of what the competitive advan- 
tages are on these transfers-out in order to see if we need to change 
the merchant marine policy to give the American operator a better 
break in competition with his foreign-flag competitors, whether they 
are Americans or foreigners. That is the general purpose. 

Is there an advantage to be gained that comes out of the timing of the 
action of a foreign corporation’ For example, some months ago the 
tramp fleet which were mostly Liberty’s was transferred foreign in 
good part. I suppose the book values were around $400,000 per Lib- 
erty. If an American owner transferred to a Liberian corporation at 
the time when the world market value of those ships was $400,000 and 
if he waited for 3 or 4 years and the ships went to somewhere over a 
million dollars, could the Liberian corporation then sell the ship and 
hold the money and buy another ship at a later time, possibly when 
the market had dropped, without having any tax implication to the 
United States, assuming that no dividends were paid and no money 
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moved to the United States but still the same ownership of the cor- 
poration continued ? 

Mr. Gayton. Assuming it was a nonresident foreign corporation, 
there would be no tax levied on the profit from the sale of the ship. 

Mr. Auten. How about the matter of declaring dividends just as a 
matter of timing? As I remember our own law, if a corporation has 
dividends available it is required to declare them. That is, if the funds 
are on hand the distribution of dividends is required during the period 
in which they are earned and the corporation is not allowed to retain an 
unreasonable surplus without distributing them, is that correct? 

Mr. Gayton. That is right for a domestic corporation. 

Mr. Auten. Could a Liberian corporation withhold the payment of 
dividends as long as it wished and until the tax time for the American 
stockholder was more favorable and thereby determine what the period 
for which the American stockholder would pay tax would be? 

Mr. Gayton. Yes, we have no control over a nonresident foreign cor- 
poration. They can accumulate as much as they wish. 

Mr. Auten. But that is in contrast to the American corporation. 

Mr. Gayton. Yes. If an American corporation has unreasonable 
accumulations they are subject to a so-called penalty tax. 

Mr. Auten. Would it be your opinion that either of those factors was 
an influence in the transfers foreign by American shipowners in order 
to get an advantage over domestic operations ? 

Mr. Gayton. Ido not know. I really could not tell. 

Mr. Aten. I am just curious as to whether I am taking a hypotheti- 
cal case that never happens or whether this is really a type of operation 
with which we should be concerned. 

Mr. Gayton. Usually a foreign corporation is formed by an Ameri- 
can corporation for the purpose of earnings profits and to distribute 
those profits in the ordinary course of business, and we have no diffi- 
culty with publicly held corporations; but where they are closely held, 
if we have any feeling that they are going to accumulate beyond the 
reasonable needs of the business, we may, as a condition precedent to 
giving them clearance under 367, ask them to enter into a closing agree- 

ment that they will distribute X percentage of their earnings. 

Mr. Auten. Getting to the Onassis transaction which I use only as 
an example and not to inquire into any rulings in that case, as I under- 
stand the situation, the Onassis interests held at least 48 percent of 
the stock of American corporations and the other stock was held by 
American citizens. Whether it was the true owner ship or not may 
have been disputed, but in the negotiations 75 percent of the holdings 
of both the American and Onassis interests were transferred to the 
Grace Bank as a trustee and 25 percent were held by an Onassis interest 
in a foreign corporation. 

Would there be any tax implications on that transfer to the trustee 
of 75 percent of the stock in the American corporation ? 

Mr. Gayton. There are none that I can think of at the moment, 
Mr. Allen. 

Mr. AtteNn. Now, the second step, as I got it, was the formation of 
2 corporations which may have been either the formation or they may 
have been in existence, 1 a Liberian corporation and 1 an American 
corporation, and by certain negotiations, transferring ships and trans- 
ferring stock, the result was ‘that there were 3 corporations. First 
there was a holding corporation, the United States Petroleum Car- 


a sa Le 


| 
: 





a 
th 


ar 


ate 
th 
tir 


sh 
WI 
tic 
co 


ov 
wl 
A} 
cit 
Ay 
tr 
di 
ta: 
re 
eit 
pa 
pa 
of 


OV 


int 


iS 
is 
d 


»f 
n 


rd 


P- 


le 


STUDY OF VESSEL TRANSFERS 421 


riers, I believe, in which the Grace Bank as trustee held 75 percent of 
the stock and the Ariona Corporation of Panama held 25 percent of 
the stock. 

Now this holding corporation also held 75 percent of the stock in 
the Liberian corporation and 75 percent of the stock in the American 
corporation and the Ariona Panamanian company held the remaining 
25 percent in each of the subsidiaries. The American subsidiary 
owned, I think, 6 or 7 ships operating under the American flag and 
an agreement to build new ships, while the Liberian corporation held 
14 ships. 

All of these ships had been in being and owned by the predecessor 
corporations of one kind or another. Would there be any tax impli- 
cations at that point in the transaction ? 

Mr. Gayton. Well, was the transfer of the ships by the American 
corporation to the Liberian corporation in exchange for stock and the 
American corporation holds that stock ? 

Mr. AtLEN. Yes. 

Mr. Gayton. Well, we have covered that in outlining whether it is 
a taxable or a nontaxable exchange. If it is a nontaxable exchange 
there are no tax implications except on the payment of dividends and, 
of course, the earnings of the ships under foreign ownership and flag 
are not taxable in the United States. 

Mr. Auien. I would rather assume that up to this point the tax 
attorneys who handled the transaction saw to it that there would be 
no taxes paid but what happens after that is what interests me. I 
think that the next step is contemplated to be that the holding corpora- 
tion will be dissolved and then the Grace Bank as trustee will hold 75 
percent of the stock of the American corporation which is operating 
ships and 75 percent of the stock of the Liberian corporation which 
will be operating ships under a foreign flag and the Ariona corpora- 
tion will hold the other 25 percent of each of those operating 
companies. 

Now, at that point there is another factor involved. A substantial 
owner, presumably, in the Panamanian corporation is Mr. Onassis 
who is a citizen of the Argentine and a resident of Monaco with 
American-born children in the United States who are, of course, 
citizens. 

At that point, do those corporations have a tax advantage over 
American-operated corporations? Who has the advantage? 

Mr. Gayton. I do not know what you mean by advantage, but the 
trustee owning the stock of the Liberian corporation would receive 
dividends from the Liberian corporation, I assume, and that would be 
taxable to either the beneficiaries of the trust or whoever is the one to 
receive the taxable income or report the taxable income. It could 
either be the grantor or the beneficiaries. It could go down two paths. 

Mr. AuLen. In competition with an American-owned tanker com- 
pany would it be true that the Liberian corporation could delay the 
payment of its dividends and impound its earnings for the building 
of new tankers—all without the payment of American taxes? 

Mr. Gayron. Well, as I understand it, the Liberian corporation 
is not going to build any tankers. They are going to get the money 
over to some American corporation that is going to build the tankers. 

Mr. Auten. That is the theory of it at this point. The trustee 
intends to control the operations so that there will be funds available 
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from the operation of the Liberian fleet to bring into the United States 
to build ships in United States yards, but what I was curious about 
was whether, if they sold the Liberian fleet, which is not in the agree- 
ment at this stage so far as I know, they could use the proceeds of all 
of the sales that “they might make in a way that would be unhampered 
by taxpayments and repli we the Liberian fleet with a fleet that was 
highly competitive to American tankers and with far greater ad- 
vantage to the owners of the corporation than would be the case if it 
were completely an American operation. 

Mr. Gayton. Well, confining myself to the tax aspects of your ques- 
tion, we would have no control over the sale of the ships or the disposi- 
tion of the funds from the sale of the ships or the earnings from the 
ships. In other words, it is a nonresident foreign corporation and we 
are not in it at all. 

Mr. Auien. I think I have already gone a little further than my 
knowledge of tax law would take me, Mr. Chairman. 

The CuatrrmMan. Have you any questions 

Mr. Boyxry. How about the 75-percent American-owned part of 
that? They would have to pay taxes, would they, or would they not ? 

Mr. Gayton. You mean on dividends distributed by the Liberian 
corporation ¢ 

Mr. Boykrn. No; but distributed by the trust in New York. You 
mentioned one particular company. It is 75 percent American owned. 
When they get their dividends these Americans that had 75 percent 
et this company would have to pay tax on it. 

Mr. Gayron. 75 percent of a domestic corporation. 

Mr. Boyxin. The Grace Bank is trustee on this and it is foreign 
owned 25 percent and American owned 75 percent. When the Amer- 
icans get their dividends they would have to pay income tax on it; 
would they not ? 

a Gayton. If they are truly American and that income attrib 

table to them, they would pay a tax on it. 

eos Boykin. I have so much respect for these income-tax people. 
They never miss ene with me. 

Mr. Aten. Will Mr. Boykin yield for a question? 

Mr. Boykin. I have finished. 

Mr. ALLEN. I meant to add that, in using the Onassis transaction 
as an example, I did not mean to imply that there was anything con- 
templated to be done by the trustee or the companies that. was not 
revealed ; but it seemed to me that the situation with that case is the 
pattern for the trade-out-and-build program and anyone who wanted 
to trade out and control his ships in a foreign corporation might get 
the same type of freedom from capital gains if he wanted to keep his 
capital invested. 

Mr. Gayron. From what I have heard of the Onassis situation it is 
not a typical situation. The typical situation is where an American 
corporation transfers a ship Liberian, then keeps the stock; but this 
Grace trust business rather confuses things from a tax standpoint, 
and it is hard to give a categorical answer to all of your questions. 

Mr. Auuen. If there is one of these typical transactions and the 
American gets a clearance so that there are no tax implications at the 
time he transfers foreign, is it possible for him to sell his stock at a 
subsequent time and a new owner take over who is not bound by any 
agreements with the Department ? 
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Mr. Gayton. Certainly. 

Mr. Borkry. Would he not be subject to whatever the agreement 
would be ? 

Mr. Gayton. He would be subject to a tax on the gain from the 
sale of his stock. 

Mr. ALLEN. Suppose he sells the stock at the amount that you agree 
on and then another man takes it. 

Mr. Gayton. That we agreed on 4 

Mr. AtLen. Well, the stock would have a value of the ship trans- 
ferred, I think, if there were no implications of tax at the outset. 

Mr. Gayton. The stock would have the basis, not value. 

Mr. ALLEN. Suppose the market stays the same and he sells his 
stock and cashes out at that basis? Is the subsequent owner of the 
stock free to do what he pleases ? 

Mr. Gayton. Yes, sir. 

Mr. Avten. Thank you. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totzierson. I have no questions. 

The CuarmMan. Mr. Zelenko. 

Mr. ZeteNKo. Mr. Gayton, may I ask you this: The United States 
does not examine the books of a Liberian corporation as they do United 
States corporations: do they ‘ 

Mr. Gayton. If they are nonresident, Mr. Zelenko, we have no 
authority. 

Mr. ZeLenkKo. That is right. Now, I want to clarify a point. I 
think it was brought out by Mr. Drewry and Mr. Allen. Whatever 
the earnings or the income of the Liberian corporation are, if they do 
not declare dividends then there is no tax of any kind? 

Mr. Gayton. That is right. 

Mr. ZeELENKO. Only when they decide that they will pay a dividend 
and if that dividend goes to an American citizen, then the American 
citizen pays a tax on - dividend. 

Mr. Gayvron. Yes, si 

Mr. ZeELENKO. You aan have no control over the time of the divi- 
dend or the amount of the dividend ¢ 

Mr. Gayton. That is right. 

Mr. Zevenko. In an American corporation, these sections that you 
spoke of as regards domestic corporations give you a certain amount 
of control over the time of a dividend and the amount of the dividend. 

Mr. Gayton. If they have unreasonable accumulations they are 
subject to a penalty. 

Mr. Zetenko. That does not apply to a Liberian corporation. 
They can declare a dividend when and if they want. 

Mr. Gayton. That is right. 

Mr. Zetenxo. That is true whether the people who own the stock 
are American citizens or not, even if it is the Grace Bank. 

Mr. Gayton. That is true. 

Mr. ZeLenxo. If they own Liberian corporation stock and there is 
no dividend declared or given to the Grace Bank, there is no tax. 

Mr. Gayron. That is right. 

Mr. ZeLenKo. Now, I want to come down to certain figures that we 
have here, and I would like your explanation if you can possibly give 
it to me, sir. We will take an example of one vessel, a T-2 tanker, 
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and I have a sheet here which was given to me by the Maritime Ad- 
ministration. 

As an example, this vessel was bought in 1951 at the cost of $1.500,- 
000. Now we have a trust agreement that we are talking about here. 
In the trust agreement the trustee is directed to transfer that vessel 
for $900,000 to a Liberian corporation. 

What are the tax implications at that point between the purchase 
price of $1,500,000 and, let us say, the transfer, assuming that it is 
permitted, to the Liberian corporation for $900,000? What would 
be the tax implication as to gain or loss at that point, if you can tell 
me? 

Mr. Gayrron. If it were transferred for cash, it would be the dif- 
ference between the million and a half dollars depreciated down to 
1957, and the $900,000. 

Mr. Zecenxo. If it were transferred for cash that would be a de- 
preciation or what you would call a credit some way of $400,000. 

Mr. Gayton. That is a tricky question taxwise. 

Mr. ZetenKo. Pardon me. I am really looking for information. 
What is the tax implication at that point? The trustee is directed 
to transfer to the foreign company for $1,500,000 this vessel which 
they purchased for $900,000 and the vessel now is worth in the world 
market at least, we have agreed, $214 million. There has been testi- 
mony here that it is worth $4 million, but let us say that you could 
get at least $214 million for that ship right now. What are the tax 
implications if any? In other words, the Liberian corporation gets 
the vessel which is now worth $214 million and it is transferred 
American to one of their foreign corporations. The trustee owns 
the foreign corporation. The trustee owns the American corpora- 
tion. 

Mr. Gayton. Now, was this transfer of the ship in connection 
with the formation of this Liberian corporation? If it was, and 
they got back stock and cash and they had the necessary clearance 
under 367 which I have mentioned, there would be a gain limited 
to the $900,000 because the value of the stock of the Liberian corpo- 
ration would be measured by the current fair market value of that 
vessel. 

Mr. ZetenKo. I am taking a minimum figure on the current fair 
market value of $214 million. 

Mr. Gayton. Then the gain would be limited to $900,000 if they 
actually got cash for it. 

Mr. ZeLENKO. Suppose the Liberian corporation sold the vessels 
for $214 million. According to what you told us, there would not be 
any tax at that point. 

Mr. Gayton. That is right. 

Mr. Zerenxo. There would be no tax at all. 

Mr. Gayton. Yes, sir. 

Mr. Zetenxo. If an American corporation sold the vessels at $214 
million there would be a tax ? ; 

Mr. Gayton. Yes, sir. 

Mr. ZELENKO. Now, I think you told us also, just reviewing to 
clarify, that if a vessel, let us say, is not operating and they apply 
for clearance to operate the vessel under a foreign flag, that may or 
may not be what you call an avoidance of tax. They are not earning 
‘any money and they want to go foreign so that they may earn money. 
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We could not call that an avoidance of tax because there is no ar aye 
they are paying. Suppose an American corporation. Is ope ™ i go 
ship and showing a profit and wishes to transfer foreign an a ee 
said, one of the grounds would be the avoidance of tax. Would they 

n have to pay a tax? ; ules 
Pane Gasnen. Leche did not establish that one of the principal pur- 
poses was not the avoidance of Federal income tax they would have to 
pay a tax on the transfer. e 

Mr. Zetenko. Taking another phase, suppose you had an American 
corporation that wanted to transfer this sample vessel that I have 
picked to this Liberian corporation. Tow would the price of a trans- 
fer be established for tax purposes, let us say? In this case, you see, 
in the trust it says they transfer it for $900,000. They have arbitrarily 
picked that figure. Would that be the way the tax people would 
figure it ¢ . 

“Mr. Gayron. First, if it was a nontaxable transfer that stated 
figure would have no bearing. ‘That is just a theoretical figure. ‘They 
could transfer it at a dollar or $10 million because whatever the basis 
is in the hands of the American corporation would become the basis 
in the hands of the Liberian corporation. 

Mr. ZELENKO. The only difference is that once it gets to the Liberian 
corporation and the Liberian corporation sells it there is no tax, but 
if they sold it to an American corporation there would be tax. 
Whether it would be capital gains or income or dividends, they would 
be subject to the tax. 

Mr. Gayton. Yes, sir. 

Mr. Zr_enKo. In the case, of course, of the 14 vessels, all of them, 
let us say, worth now at least $214 million and all transferred to 
Liberian flag, there would be no tax on the sale of those vessels. 

Mr. Gayton. Provided they got clearance under 367. 

Mr. Zetenko. What I mean is if they transferred them Liberian 
and the Liberian corporation sells them all and leaves the money in 
their treasury, there would be no tax at that point. 

Mr. Gayton. That is right. 

Mr. ZeELENKO. You said that in this situation the trust agreement 
was not the usual situation of the American company owning the 
stock. 

Mr. Gayton. Well, it is the first. one I have seen. 

Mr. ZELENKO. You have never seen one like this before? 

Mr. Gayton. No, sir. 

Mr. ZeELENKO. Now, let me ask you this. We have a situation here 
where, let us say, under the terms of this trust 14 American-flag ships 
are going to be transferred to Liberian flag. Let us say they are trans- 
ferred. 

On the other hand we have the trustee. The trustee owns Victory 
Carriers, 75 percent of it, and also owns 75 percent of the Liberian 
corporation. In the Liberian corporation are these 14 vessels trans- 
ferred out? The American company, Victory Carriers—and those are 
the two companies Mr. Allen was talking about since the holding com- 
pany has been dissolved—Victory Carriers is building ships in Ameri- 


} can yards. 


| If they do not go ahead with the building contract or they sell the 
| ships while they are building and the trust owns no American vessels 
\then under the terms of the trust everything reverts back to a non- 
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resident alien and all the money is in the Liberian corporation. Would 
any tax then be paid by this nonresident alien who owns this Liberian 
corporation ? 

In other words, the trust is at anend. I would not burden you with 
the complications of the trust. I do not expect you to interpret it. 
What I mean ~ that there has been testimony here that at a certain 
period, let us say 5 years from now, there are no ships building by the 
American « ompa any, they have either decided not to go ahead with it or 
they sold their interest, and then the trust is revoked and the grantor 
who is a nonresident alien gets everything back. 

At that point all you have is either Liberian ships or money in 
Liberian banks owned by a Liberian company. Is there any tax paid 
by this nonresident alien ? 

Mr. Tomasvuto. Nonresident aliens are only taxed on their fixed 
annual, determinable, or periodical income. That is to say, nonresi- 
dent aliens who are not doing business here are not ordinarily taxed 
on a capital transaction so that a nonresident alien would not be taxed 
on a liquidation of a corporation in which he owns all the stock. 

Mr. Zetenko. Thank you. 

Mr. Tomasvto. That is, if he is not doing business in this country. 

Mr. Zeirenko. I want you to assume that he is not doing any busi- 
ness. That is the assumption. I think that is what the testimony 
showed. 

The CHarrmMan. Does that conclude your questions ¢ 

Mr. ZeLtenko. I am through. 

The CuHarrman. Mr. Mailliard? 

Mr. Marnuiarp. I have no questions. 

The Cuarrman. Mr. Dorn? 

Mr. Dorn. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Peixy. I have no questions. 

The Cuarrman. Mr. Curtin? 

Mr. Curtin. I have no questions. 

The Cuarrman. Mr. Dellay? 

Mr. Detiay. I have no questions. 

The Cuarman. Mr. Drewry / 

Mr. Drewry. I have just one question. 

I believe you replied to Mr. Zelenko that you do not have access to 
the books of the alien corporation. 

Mr. Gayton. That is right. 

Mr. Drewry. Then how do you determine the earnings and profits 
when dividends are paid in the United States? 

Mr. Gayton. Well, for example, if a United States taxpayer got 
a dividend from a foreign corporation and he alleged that a portion 
of that was not out of earnings and profits, the burden would be on 
the United States taxpayer to prove that. He would have to give us 
a statement of the earnings and profits of the foreign corporation 
and we apply the same rules to that foreign corporation that we ap- 
ply to a domestic corporation in arriving at the amount of earnings 
and profits. In other words, the burden is on the United States stock- 
holder. 

Mr. Drewry. The burden is on the taxpayer to present you with 
his own statement of the earnings and profits and you have no way 
beyond that to check the accuracy of his statement ? 
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Mr. Gayron. If he alleges that a portion of them are nontaxable, 
he has to go through the equivalent of filing United States tax re- 
turns for the foreign corporation and set up their gross earnings, 
their net earnings, the depreciation, the basis of depreciation and 
everything else. He has to give us a complete rundown year by year. 

Mr. Drewry. And he has to furnish such further proof or support- 
ing proof as you need to convince you that that is the true picture. 

Mr. Gayton. That is right. 

Mr. Drewry. That is all. 

Mr. Auten. Mr. Chairman. 

The Cuairman. Mr. Allen. 

Mr. Auten. Mr. Gayton, I am a little curious about the meaning 
of the phrase “doing business.” If a resident alien owns substantial 
shares In a corporation and possibly a foreign corporation which is 
doing business in the United States in part, but the resident alien col- 
lects his dividends in a foreign country and brings them here, is he 
doing business in this country 4 

Mr. Gayron. It is just a collection of dividends? 

Mr. ALLEN. He goes away to get the money and brings it back. He 
does not even get it here. Is he doing business when that is all he 
does in connection with the corporation ¢ 

Mr. Gayron. I would not think so, Mr. Allen. 

Mr. Aten. The corporation, however, could be conducting a full- 
scale business in the United States. 

Mr. Gayton. If the corporation was conducting a full-scale busi- 
ness In the United States, it was a resident corporation, thus, if they 
paid dividends to a nonresident stockholder, we collect a withhold- 
ing tax, 

Mr. AtLen. I would assume in this case that the corporation would 
be paying its dividends to a parent corporation which was probably 
foreign and that the American resident who is an alien would be col- 
lecting his dividends from the foreign corporation. 

Mr. Tomasuto. We do not collect any tax on the income of aliens 
from sources outside the country. Now, the activity of these cor pora- 
tions, both the American ones and the foreign ones engaged in inter- 
national shipping, is considered income from sources outside the 
United States. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. ZeLenKOo. I have one question. 

The CHarrMaNn. You mean after the investment is made in the 
United States by an alien in an American corporation if that cor- 
poration be dissolved there would be no tax on the dissolution of the 
corporation ? 

Mr. Tomasuto. I was speaking, of course, of a nonresident alien not 
doing business here. Now, there would be no tax. 

The Cuairman. The benefits of the dissolution having gone to an 
alien, there would be no tax although there had been a tremendous 
gain during the operation of the corporation as an American cor- 
poration ¢ 

Mr. Tomasvu.o. That is right. Yes, there would be no tax on that. 
That is correct. 

The Cuarrman. Are there any further questions? 

Mr. ZeLenko. I have just one further question. 
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Just to get back to one point, Mr. Gayton, if you had an American 
citizen in the usual case of an American citizen or American company 
holding this Liberian stock, you would have some hold on them for 
the collection of tax, in the usual case. 

Mr. Gayron. When the dividends were paid they would have to re- 
port and pay tax on them. 

Mr. ZeLenKo. In the case of this nonresident alien I believe you said 
you would have no way of collecting tax. 

Mr. Gayron. That is right. 

The CuatrmMan. Are there any further questions ? 

Mr. ToLLerson. May I ask a question ¢ 

You said that this was not a typical case. You are talking about 
this whole trust arrangement ? 

Mr. Gayton. Yes, sir. 

Mr. Totierson. But as far as the foreign corporation which op- 
erates ships under a foreign flag is concerned, that is not an unusual 
situation ? 

Mr. Gayton. It is very common where the stock is held by an Amer- 
ican corporation. 

Mr. Touiterson. And the tax picture as far as the foreign corpora- 
tion in the case we have been talking about is concerned is no differ- 
ent than any other foreign corporation operating ships, is it ? 

Mr. Gayton. I do not know what you are comparing. 

Mr. Totterson. Well, there have been other ships transferred for- 
eign other than those that we have been discussing in this case, quite 
a number of them as a matter of fact. All of these foreign corpora- 
tions are in the same boat; are they not? 

Mr. Gayton. As far as tax is concerned. 

Mr. Tottxerson. That is what I mean. 

Mr. Gayton. We do not collect any tax on their earnings. The 
only incident of tax is when they pay a dividend. 

Mr. Totierson. That is all, Mr. Chairman. 

The Cuarrman. That is not peculiar only to this business. It is the 
same in all businesses. Where foreign capital would come into 
America and establish a business and make a profit and dissolve the 
business there would be no tax at all. 

Mr. Gayton. There would be no tax to the nonresident share- 
holder. 

The Cuarrman. That is true although all the profits were made in 
America. 

Mr. Gayton. That is right. 

The Cuarrman. Well, they do have an advantage then. 

Mr. Gayton. They have the advantage in not paying a tax on 
-apital gains on dissolution. There isno withholding. 

The Cuarrman. That situation then applies to an American citizen 
going into all foreign countries. Is that reciprocal between what we 
would term our allied countries, that American capital going into 
those countries and operating successful businesses, building up a good 
profit and then dnativing the business would pay no tax in the allied 
countries ? 

Mr. Gayton. I do not know whether they would pay a tax in the 
allied countries or not, but they would pay a tax when they got the 
money from the liquidation of this foreign corporation. 





b 


C 


ce 


b 
bi 


t] 


an 
ny 
or 


re- 


id 


ut 
)p- 
ial 


s]'- 


he 


he 
ito 
he 


'S- 


on 


on 
ve 
to 
od 
ad 


he 
he 


STUDY OF VESSEL TRANSFERS 429 


Mr. Totiterson. You are talking about our tax? 

Mr. Gayton. Our tax. 

The Cuatrman. The American citizen would pay a tax back here 
but he would not be taxed in any foreign country ? 

Mr. Gayron. I think that would depend on the laws of the foreign 
country. 

The CHatrman. I was trying to get that. Let us name a country. 
We will say France. 

Mr. Gayton. I do not know about France. 

The Cuatrman. Do you know any country which we would term our 
ally to which that liberality applies? 

Mr. Gayton. Canada does not tax the shareholder's profit on the 
liquidation of a corporation. There is no capital gains tax in Canada 
as I understand it. 

The Cuatrman. Are there any further questions ? 

Mr. Drewry. Is there income tax during the course of the operations 
of the company prior to liquidation? Is there Canadian income tax 
to the shareholder ? 

Mr. Gayton. On the payment of dividends there is. 

Mr. ZeLENKO. I have just one more question. Just from a tax stand- 
point, it should be more beneficial for a person in a situation such 
as we are discussing to remain an alien than to become a citizen. That 
is from a tax standpoint alone. 

Mr. Gayron. Considering the ownership of a nonresident foreign 
corporation he is better off as an alien. 

Mr. ZeLENKO. One of the elements of this trust is that if Mr. Onassis 
becomes a citizen then the trust is over but taxwise it would be more 
beneficial to him not to become a citizen, would it not? 

Mr. Gayton. Because he would pay no tax on the dividends or on 
the liquidation. 

Mr. ZeLenKO. That is if he did not become a citizen. 

Mr. Gayton. That is right. 

Mr. Boykin. May I ask one more question ? 

As I understand this particular trust about which we have been 
talking for several days, I understand that 75 percent of the stock in 
that corporation is held by Americans. Now when it is liquidated and 
then they get the money these Americans that own this stock would 
have to pay taxes, would they not? Seventy-five percent of this stock 
is held by Americans. W hen they got their dividends they would have 
to pay the tax. 

Mr. Gayton. That is right. If they held the stock they would have 
to pay tax. 

Mr. Boyxrn. So that this company would have to pay tax on 75 
percent. 

The CuarrMan. Just a moment, if you do not mind. If he would 
liquidate in 5 years the American citizens would not own this stock. 
It would go to a foreign person. That is in this trust arrangement. 
Therefore, it is a peculiar situation, as you have said, is it not? 

Mr. Gayton. if the avails of the liquidation went to a nonresident 
alien he would not pay any tax on it. If it went to an American citi- 
zen the American citizen would pay a tax on it. 
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The CuarrmMan. And you have said before that you have never seen 
anything of that nature. 

Mr. Gayton. That is right. 

The CuarrmMan. Thank you. 

Mr. Gayton. You are welcome. 

Mr. Totierson. That stimulates one other question. 

Other foreign corperations operating foreign-flag ships pay no 
taxes to the Government either, do they ? 

Mr. Gayton. Not on their ordinary operations. 

Mr. Totterson. At any point? 

Mr. Gayton. That is right. 

Mr. Totierson. So that as far as this trust arrangement is con- 
cerned, it presents no worse a picture for Uncle Sam than all the other 
pictures ? 

Mr. Gayton. That is correct. 

Mr. Totiterson. As a matter of fact there is a possibility of tax to 
Uncle Sam in this case if there is no dissolution. If the trust is not 
dissolved and the avails of foreign-flag ship operations come to the 
trust as dividends and then those dividends are paid to American 
citizens, those are taxed, are they not? 

Mr. Gayton. If they are paid to American citizens there is a tax, 

Mr. Totierson. So that there is a possibility of tax coming to the 
Government in this case whereas there would not be any at all in all 
the other situations that I have mentioned where they are wholly for- 
elgn-owned corporations ? 

Mr. Gayton. Well, if it was wholly owned by an American corpora- 
tion and dividends were paid by the foreign corporation we would 
collect the tax. 

Mr. Totterson. That istrue. Iagree with you there but what I am 
getting at is that on ships transferred foreign where the ownership is 
foreign Uncle Sam gets no taxes from their operation. 

Mr. Gayton. That is right. 

Mr. Mariiiarp. Will the gentleman yield ? 

Mr. Totierson. Yes. 

Mr. Matiiiarp. We have never done that, have we? Do they not 
require that there be American ownership ? 

Mr. Totierson. I do not know. 

Mr. Matiuiarp. I do not think that the case you cited exists on a 
trade-out. 

Mr. Totierson. You are talking about a trade-out-and-build. 

The Cuatrman. Thank you very much. 

Mr. Zetenko. May I compliment the last witness on his very in- 
formative answers. 

Mr. Boykin. I would like to do the same thing. 

Mr. Zetenko. Mr. Gayton, the members of the committee have com- 
plimented you on your informative answers. 

Mr. Boykin. I think he made a splendid statement. 

Mr. Gayron. Thank you. 

The CuatmrMan. The next witness will be Mr. Morse, the Chairman 
of the Maritime Board. 
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STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR AND CHAIRMAN, FEDERAL MARITIME BOARD; WALTER C. 
FORD, DEPUTY MARITIME ADMINISTRATOR; AND ELMER E. 
METZ, DEPUTY GENERAL COUNSEL, FEDERAL MARITIME BOARD 
AND MARITIME ADMINISTRATION—Resumed 


The CuarrmMan. Mr. Morse, you have no further statement to make 
this morning ? 

Mr. Morse. No, sir. 

The Cuarrman. Mr. Drewry? 

Mr. Drewry. Mr. Morse, there are just a couple of points, related 
to the Onassis situation particularly, that I would like to raise. When 
Captain Conway was present the other day, he testified to the effect 
that in the course of various transactions that the ships currently 
owned by USP, Trafalgar, Western Carriers, and Victory Carriers 
will eventually wind up in a Liberian corporation and all of the pres- 
ent’ American corporations will be dissolved and liquidated except 
Victory Carriers. The contract for the construction of the new ships, 
the 100,000 tonner and the two others, will be carried forward os 
Victory Carriers, an American corporation. However, he testified 
that in order to do that that the earnings of the Liberian corporation 
will have to be available to the American corporation or otherwise they 
would not be able to proceed with the construction of the new ships by 
the American corporation. 

He further said that except for the fact that the stock ownership 
of the American corporation and the Liberian corporation are the 
same, that there is no agreement to guarantee by contract that the 
earnings of the Liberian corporation will come to the use of the 
American corporation to build the ships. 

The question that is in my mind is whether or not under that situ- 
ution you have sufficient assurance that the new ships will ever be built 
and whether the penalties or liquidated damages and other securities 
you have in the American corporation are adequate. You have 7 
Victory ships at the present time and there is a debt of some $5 million 
owing from Victory Carriers to a Panamanian corporation, Arizona, 
and there is a further agreement that, in the event of default in the 
building of the ships, there would be a liquidated damage to the 
Government of $8 million. 

Without questioning the $8 million, although in my mind there is 
some question as to Just how much security that is to the Government, 
what is your comment on the assurance that the arrangements to 
acquire the earnings of the Liberian corporation to build these ships 
ean be guaranteed to your satisfaction ? 

Mr. Morse. We will not approve the foreign transfer of ownership 
until arrangements satisfactory to us have been made. 

Mr. Drewry. You have already approved the transfer of flag. 

Mr. Morse. That is correct. 

Mr. Drewry. Now, I have one other question. 

Mr. Morse. Which would include, of course; an undertaking on the 
part of the transferee that it would be personally responsible for the 
undertaking, an obligation on the part of the trustee to the extent of 
all the trust funds that it will remain liable for the penalty, and the 
probabilities are that we would not even accept the undertaking on the 
part. of the trust unless there was assurance that the trust would not. be 
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dissolved, if it could be dissolved at all, until after the ships were 
completed and delivered to the American owner. 

The CHatrMan. Let me ask you this question, Mr. Morse. Do I 
understand by that statement that, although you have transferred the 
flag, you do not contemplate transferring the ownership of the vessel 
until sufficient funds have been paid in for the construction of the 
new vessels ? 

Mr. Morse. No, that is not correct; until we get satisfactory assur- 
ance that the vessel building will be completed. 

The CHarrman. What is that assurance then ? 

Mr. Morse. Well, we know they have charters of the vessels that are 
being transferred. 

The CHairman. I do not mean to question you at all. 

Mr. Morse. I understand, but we will satisfy ourselves that the 
transferree company will be obligated to make all of the net earnings 
available to the company building the vessels for American-flag 
operation. 

The Cuamman. What is that assurance? What would that assur- 
ance be? 

Mr. Morse. Well, we we would have contractual undertaking on 
the part of the trustee who is also the owner of 75 percent of the 
stock in the foreign companies. In addition, we would have the 
undertaking of the foreign corporation itself that it would make those 
funds available. 

The CHarrmMan. Would that be in a year after they are transferred 
to a foreign flag, or would it be 2 years or 3 years, to see if this was 
working out ¢ 

Mr. Morse. It would be as earned to be made available to apply 
against the mortgages on the new ships. 

The Cuairman. The ships will be completed in 1959 or 1960. 

Mr. Morsr. That is correct. 

The CuatrMan. That will be about 3 more years. 

Mr. Morse. That is right. 

The CHarrman. Within that 3 years, when would you transfer 
the ownership, the title of the vessels? 

Mr. Morse. We will transfer it at any time that we get satisfactory 
assurance from the transferee and the trustee that the funds will be 
made available as earned. 

The CHarrman. What would that assurance be, Mr. Morse? 

Mr. Morse. It would be by way of written commitments from the 
trustee that owns 75 percent of the stock. It would be by written com- 
mitments, if necessary, from Mr. Onassis himself for the other 25 
percent. It would be written commitments from the foreign corpora- 
tion that owns these transferred vessels. 

The Crrarrman. What would secure the commitments? 

Mr. Morse. There is no security other than the written undertak- 
ing. We are willing to accept similar commitments from other trans- 
ferees. I do not see any reason why we should make an exception for 
this gentleman or for this trust. 

Mr. Drewry. May fT inquire, Mr. Chairman ! 

The Cuatrman. Yes. 

Mr. Drewry.What would the consideration be? Does the trustee 
have a contractual relationship with the Government? His first and 
only loyalty is to the trust; is it not? 
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Mr. Morse. They made the representation to us that all of the 
earnings of the transferee corporation would be made available to 
pay for the building of the new ships. Now, that was the representa- 
tion made to us by the trustee. I do not see that there is any problem 
of consideration. 

Mr. Drewry. That may be their intention. 

Mr. Morsg. You are asking about consideration. I was trying to 
explain what the consideration is. I do not see that there is any prob- 
lem of legal consideration as justifying the obligation. 

Mr. Drewry. Does the trustee have an obligation that carries be- 
yond the trust itself ? 

Mr. Morse. Do you mean by that, would the personal assets of the 
trustee be responsible ? 

Mr. Drewry. Either the personal assets, or an obligation to use the 
corpus of the trust ? 

Mr. Morse. I do not think there would be any liability of their 
personal assets. There is no question about that. They would not 
undertake that. 

As far as the corpus of the trust, there is no question in my mind but 
that they can and would obligate the corpus to these obligations. 

Mr. Drewry. Let us suppose that prior to the time the first keel is 
laid there should be such a drop in the tanker market that the trustees 
would conclude that it would not be to the benefit of the trust to con- 
tinue with the new building program or, to put it another way, that 
it would be to the benefit of the trust to avoid dissipation of the funds, 
and would sell all the stock which they hold. Are they not empowered 
as trustees under the trust to do that ? 

Mr. Morse. They are permitted to do so with the approval of three- 
quarters of the directors of the company. 

Mr. Drewry. In this case, three-quarters of the directors at the 
present time are understood to be selected by the trustees, but would 
that mean necessarily that the trustees could not dispose of the stock 
themselves if that was to the benefit of the trust? Why should they 
have to consult the directors of the companies ? 

Mr. Morse. Article 6 (c) of the of the trust agreement says: 

* * * Provided further, That no sale or conveyance of any stock or other secu- 
rity of, or any vessel owned by, a shipping corporation or a subsidiary shall be 


made without the consent of three-fourths of the whole board of directors of 
such shipping corporation or subsidiary * * *, 


Mr. Boykin. As a witness said the other day, the Department of 
Justice had to approve those directors in this country. Onassis has 
only one director out of the whole group. 

Mr. Morse. That is my understanding. 

The Carman. Mr. Morse, the trustees are responsible to the best 
interests of the trust. Could we not say that? 

Mr. Morse. I think that is a fair statement. 

The Cnairman. That being the case, then if it were to the best 
interests of the trust for the trustees to sell all their vessels that had 
been transferred, they could do that, could they not? 

Mr. Morse. Subject to this provision 6 (c) that I just read. 

The Cuatrman. That is their penne I am merely asking. 
Their first responsibility is to the trust, is it not, to the best interests 
of the trust fund ? 
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Mr. Morse. It is their responsibility to protect the interests of the 
beneficiaries, subject to their contractual obligations, if any, that they 
may have. 

The CuarrmMan. Well, I merely ask you this to clear it in my mind 
after thinking about it. Their responsibility is to the best interests 
of the minor children, we will say ¢ 

Mr. Morse. Certainly. 

The Cuarrman. If their responsibility is to the best interests of the 
minor children, and the valuation of these ships on the foreign market 
is extremely high so that they thought it would be better to sell these 
ships that had been transferred, they could do it; could they? 

Mr. Morse. I assume so, subject to the condition I have just read 
in the trust agreement. 

It is no concern to me whether they retain the ownership of these 
foreign-flag vessels in the trust or whether they sell them. We were 
interested in getting new construction. 

The CHatmrMan. Suppose they did sell them. They could sell them, 
you say; could they not ? 

Mr. Morse. Subject, also, to our approval. 

The CHarrMan. You have an approval? 

Mr. Morse. Yes, sir. That is one of the conditions on all of our 
foreign transfers that the ownership or the flag may not be trans- 
ferred without our prior approval. 

The Cuarrman. Although flag and title have been transferred, you 
still control beyond the transfer of the flag and the title transfer / 

Mr. Morse. Yes, sir. 

Mr. ZELENKO. Will the chairman yield? 

Do you mean that even after they are transferred foreign you still 
control them ? 

Mr. Morse. Yes, sir. 

Mr. ZeLenKo. In what way? 

Mr. Morse. We have contractual commitments with them. They 
are subject to forfeiture. They are subject to the penalty provisions 
under our contract if they violate it. 

The CnatmrMan. Iam not a lawyer, but I just want to get this cleared 
up. After you have transferred title and flag, if these trustees sell, 
do you have any control of the moneys that they get in the trusteeship, 
if they sold these ships foreign ¢ 

Mr. Morse. The trustee would still own 75 percent of the stock of 
the foreign corporation. 

The Cuatrman. Yes, I realize that. The trusteeship would then 
have the money in hand ? 

Mr. Morse. That is correct. 

The Cuarrman. Let me put it this way. The foreign corporation 
would have ships, or, if it sold ships, it would have cash. In either 
event the trustee would own 75 percent of the stock of that foreign 
corporat ion. Thetrustees would have the money ¢ 

Mr. Morsr. No; the corporation would have the money, but the 
trustee would have the stock, 75 percent of the stock. 

The Cuatrman. They would have it. There would not be any ships 
then. 

Mr. Morsr. Not owned by the foreign corporation. 

The CuatrmMan. There would not be any ships owned by the trustee. 
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Mr. Morse. They would still own the stock in the American corp- 
oration. 

The Cuairman. That is the one that is building the ships. 

Mr. Morse. Yes, sir. 

The CHarrman. But they have divested themselves of ships that 
have been transferred out. T hey have the money. 

Mr. Morse. Foreign-flag ships. 

The Cuarrman. When they get to that point, suppose they thought 
it would be to the best interests of the minors, the children for whom 
they are trustees, to sell or dispense with the construction of the new 
vessels. They could do that, could they not ¢ 

Mr. Morse. They would have to act through the directors of the 
American corporation. 

The Cuarrman. If they sell it to an American owner, you have no 
control over that ¢ 

Mr. Morse. No, sir. 

The Cuatrman. All of that having been accomplished, could they 
not dissolve the trust / 

Mr. Morse. If they own no interest or stock in corporations own- 
ing American-flag ships, they could dissolve the trust any time. 

The CuairmMan. That is possible. 

Mr. Morse. Quite possible. 

The Cuarrman. That is all I want to know. It is possible under 
this trusteeship / 

Mr. Morse. Certainly. But then that does not mean that the new 
ships will not have to be built. 

Mr. Zetenko. But not by them. 

Mr. Morse. We are interested in getting ships built for American 
flag. I do not care whether it is Mr. Onassis or Tom, Dick, and 
Harry that builds them. 

The Craiman. I am merely asking you this to clear it in my 
mind, Mr. Morse. 

Mr. Morse. I understand. 

The CuatrmMan. | am asking if this loophole does exist. I will be 
very frank. 

Mr. Morse. There is no loophole as far as the obligation to com 
plete the ships is concerned. 

The CHarman. Do you mean then that with moneys in hand 
the trust you have security with the trust to see that these American 
ships are ‘built ? 

Mr. Morse. I will assume so, the trustees being an American bank. 

The CuatrmMan. I understand that. 

Mr. Morse. Let me answer. I assume that the trustees will act 
in good faith and for the best interests of the trust. 

The CuarrmMan. That is the reason I went in to it. I was thinking 
of the best interests of the trust. Those were the only words that 
attracted my attention. Their responsibility is solely to the minor 
children. They are trustees for the minor children. 

Mr. Morsr. No. They have contractual obligations, and they are 
obligated to perform those contracts, Mr. Bonner. 

The Cnarrman. I am not question ing the veracity of the trustees. 
I am questioning which comes first, and whether this would be pos 
sible. 
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Mr. Morss. In my opinion there is no loophole which would enable 
them to transfer all of their assets foreign and escape from proceeding 
with the building of the new ships. 

The Cuatrman. They could. We have admitted that they could. 

Mr. Morse. No; I have not admitted that they could escape proceed- 
ing with the building of the new ships. 

The Cuatrman. I am not speaking of that, Mr. Morse. We are 
past the place where the ship title has been transferred. Then you 
have no further jurisdiction there. 

Mr. Morse. We can refuse to approve the sale of the foreign-flag 
ships. 

The CuarrMan. If you had said in answer to the question that you 
were going to hold the title of these ships until these American ships 
were built, then it would all be clear in my mind. 

Mr. Morse. I will not say that, but I will say to you that we will 
not approve the transfer of the title to the ships until arrangements 
satisfactory to us are made that will assure the continuation of the 
building of these new ships. 

The Cuatrman. Yes, sir. I understood you to say that, but money 
is the thing that counts in the construction of these ships, and arrange- 
ments, and the only thing they can arrange on which to pay, which 
they have said themselves, is the income from the operation of the 
ships that are transferred foreign. 

According to my recollection, it has been testified that that is the 
only thing that will build the new ships. 

Mr. Morse. That is correct. 

The Cuatrman. That is, the income from the ships that have been 
transferred foreign. 

Mr. Morse. That is right. 

The CHatmman. Now, if they have been flagged and if title has 
been transferred, and they can sell after transfer of title, which they 
can—— 

Mr. Morse. With our approval they can. 

The Cuarrman. Do you mean that after title has been transferred 
you control those ships ? 

Mr. Morss. We contro] those ships indefinitely under our transfer- 
out policy. 

Mr. ZeLtENKO. Would the chairman yield there for a moment ? 

The Cuarrman. Yes. 

Mr. ZeLtenKo. In what way do you control them after the title has 
been transferred, to prevent the sale ? 

Mr. Morse. We have a contractual provision in the authority to 
transfer ownership or flag from American flag. 

Mr. ZetenKo. They have already been transferred. 

Mr. Morse. Which continues as long as the ship remains afloat. 
Even under foreign flag, foreign ownership, we still retain that control. 

Mr. ZeELENKO. What I want to know is in what way ? 

Mr. Morse. It is in the contract. The purchaser subscribes to a 
contract in which he says, “I will not transfer ownership or flag with- 
out your prior approval.” 

The CHatrmMan. Will you tell me how you control the flag of these 
ships after they are sold from the subsidiaries of Victory Carriers? 

Mr. Morse. Do you mean while still 75-percent owned, but under 
foreign flag? 
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The Cuatrman. They have sold them from the subsidiaries of Vic- 
tory Carriers and the trustees of this trust. The ships have been sold. 
How do you control the income of the ships? 

Mr. Morse. You are asking a question as to what occurs after the 
trustee has divested himself of all interest in the corporations? 

The Cuatrman. I am talking of interest in the ships. I am talk- 
ing of the ships that have been transferred foreign, Mr. Morse. ; 

Mr. Morse. And the trustee no longer has any stock interest mm 
those ships at all? Isthat what you are asking? 

The Cuatrman. He sold them. 

Mr. Morse. What I am saying is that we will not approve that 
sale until we are assured that funds will be made available for the 
completion of the vessels. 

The Cuarrman. Then we are going over it again. Then the best 
assurance is dollars. You mean that the assurance is only the con- 
tract for the operation of the ships? 

Mr. Morse. Mr. Bonner, I think we are acting as reasonably 

rudent businessmen. The banks are willing to lend the money to 
uild these ships on the same basis on which we are proceeding. 
What you are talking about is the earnings of the ships. 

The CnHatrman. I am not going to belabor the matter, Mr. Morse, 
but it is not clear to me. 

I yield. 

Mr. Morse. May I add a word? 

The Cuarrman. I am finished. I just simply have not had the 
conviction in my mind which I would like to have. 

Mr. Morse. The earnings of these ships are to be used for the 
purpose of repaying the banks for the building of the new ships. 

The Cuarrman. Now you have something. Do you mean to tell 
me that the bank is the guarantor for the construction of the new 
ships? 

Mr. Morse. They have agreed to make loans on the new ships for 
construction loans. 

The Cuarmman. They are your security that these ships will be 
built. 

Mr. Morse. Well, we know that construction loans have been agreed 
to be made, but then we have not only that, but we also have assur- 
ances from the trustee, from Victory Carriers itself, and before we 
will approve the transfer of the ownership, we will get assurances 
from the transferee corporation as well as the trustee. 

Mr. Garmatz. Mr. Chairman. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmatz. Do they put up a certain amount of money in good 
faith with the contractors? 

Mr. Morse. Yes, sir; they do. 

Mr. Garmatz. How much did they put up? I think there was 
reference to the figure of $1 million. 

Mr. Morse. It was $1,750,000 for the three new ships. That has 
been deposited. That is the preliminary deposit paid to the ship- 
building company. 

The Cuatrman. In what form of agreement do the trustees give 
this assurance? We have a letter saying that they are only respon- 
sible to carry out the provisions of the trust. 
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Mr. Morse. We have not yet drafted the documents which we will 
require of the trustee. 

The Cuairman. Now, Mr. Morse, you are coming around to what I 
was wanting you to say. Go ahead and finish that statement. 

Mr. Morse. We have not yet drafted those documents, but the docu- 
ments when drafted—and I am personally satisfied that our General 
Counsel's office will put in every possible provision that is required for 
the protection of the Government—will obligate all of the assets in 
the hands of the trustees, will obligate the transferee corporation, and 
will obligate the Victory Carriers to proceed with this construction. 

The Cuarrman. Mr. Morse, the only reason I am asking these ques- 
tions is that I want to relieve myself of the responsibility I have in this 
matter, because I called you and asked you to withhold any further 
transfers until we could discuss this matter. 

I realize that there is a financial loss as days go by. I want to clear 
that up. Before we say that this request is withdrawn, I want to get 
this cleared up. 

All through this hearing this particular point has been bothering 
me. You tell me now that the final agreements have not yet been 
drawn up. 

Mr. Morsr. That is correct, because they have not yet asked for 
transfer of ownership. 

Mr. Boykin. You still have the ownership ? 

The CHARMAN. Yes. 

Mr. Morse. It is still in the trustee. 

The Cuarrman. That is all I have. 

Mr. Boykin. 

Mr. Boykin. These people with whom you are dealing are responsi- 
ble people; are they not ? 

The CuatrMan. There is no question about that. 

Mr. Morse. I do not think there is any question. 

Mr. Boyxrn. You have the kind of agreement you want. You 
approved the agreement, and the agreement was also approved by the 
Department of Justice, as I understand it. I also understand that the 
Department of Justice had to approve every director in this trust 
agreement, and that they cannot sell without your approval. They 
cannot sell to anybody in the world, foreigners or anyone else. They 
cannot sell to Americans or anyone else, unless the Maritime Commis- 
sion approves the sale. 

Do you have to approve the sale if they sell their 75 percent interest 
in these ships ? 

Mr. Morse. If the vessel is American flag, the vessel itself could be 
sold to another American without our approval. 

Mr. Boykin. If could be sold to another American, yes. But the 
people who bought it would have to carry out the obligations that the 
man selling it has made. 

Mr. Morse. If the Government had no obligation of any sort, we 
would have nothing to say if it was an American purchaser. 

Mr. Boykin. But until this agreement which you have with them 
in writing has been carried out in full, you do have all the authority 
you want, an authority equal to that which you have in other cases 
like this where people have shipping companies under foreign flags; 
is that correct ¢ 
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Mr. Morse. The details here may vary a little from the details in 
other transactions, but substantially the procedures we are following 
here are identical with many transactions that we go through in the 
normal course. 

Mr. Boykin. At the time you made this deal, everybody thought 
it was a very good deal for the Maritime Commission, as I understand 
it. It was hard to get rid of some of these old Liberty ships that these 
people bought; is that correct ? 

Mr. Morse. [I still feel that it isa good deal. 

Mr. Boykin. There is no way in which they can get away with 
these ships. You have it covered in every way in which it possibly 

can be covered, with mortgages and everything else, and a large 
American bank is the trustee; is that right? The bank has agreed to 
do certain things ¢ 

Mr. Morse. That is correct. 

The Cuatrrman. Mr. Boykin, I was not questioning that at all. 

Mr. Boykin. I wanted to ask if that was right. 

The Cuarrman. Mr. Allen can probably carry my line of thought 
better than I can carry it myself. He is a very able attorney. Mr. 
Morse is an able attorney. 

Mr. Morse. Thank you. 

The CuatrMan. The question in my mind has to do with the respon- 
sibility of the trustees. Their responsibility is to the best interests 
of those for whom the trust was made. 

Mr. Boyxin. Yes. 

The Cuatrman. Mr. Boykin, excuse me. I want you to have all 
the time in the world. 

Mr. Boykin. I do not want much time. 

The CuarrMan. Go ahead, sir. 

Mr. Boykin. Your job is to protect the Government. 

The CuHarrMan. Let me interrupt to say that I am not questioning 
Mr. Morse at all. 

Mr. Boykin. I know that you are not. I think he is doing a grand 
job. 

We do need to get back on the seas if we possibly can. 

Nearly everyone is transferring ships to foreign flags. I noticed 
in the paper this morning that England and France transferred ships. 

Surely, Mr. Morse, you made the proper kind of deal. You cer- 
tainly do have a great staff. The deal was approved by the Depart- 
ment of Justice. The witness yesterday explained just exactly what 
it was. He thought that it was very safe, and you did also; did you 
not ¢ 

Mr. Morse. Yes, sit 

Mr. Boykin. It is just as good a deal as you have made with any- 
body else with whom you have dealt since you have been Chairman of 
the Maritime Commission; is it, Mr. Morse ? 

Mr. Morse. I was personally satisfied with it, or I would not have 
approved it. 

Mr. Boykin. And the trade is made, sealed, signed, and wrapped 
up and gone; is that right ? 

Mr. Morse. They have received their written authority to transfer 
each of the remaining 14 vessels. They have refr ined from exer- 
cising that written authority pending this hearing, but that was a 
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voluntary act on their part. We feel that we have a contractual com- 
mitment to them, and we cannot back away from it. 

On this question of the best interests of the trustee or the bene- 
ficiaries, I do not see that the trustee under that theory can repudiate 
a contractual obligation any more so than you individually can do so, 
Mr. Bonner, or I can do so. 

The Cuatrman. I agree with you. 

Mr. Totierson. Will the gentleman yield on that point ? 

The CHarrman. Yes. 

Mr. Totierson. While the best interests of the beneficiaries of the 
trust is the trustee’s primary responsibility, that does not mean that 
the trustee cannot enter into any contractual obligations which it must 
honor. Isthat true? 

Mr. Morse. And having entered into such a contractual obligation, 
it has the same liabilities that an individual would have to the extent 
of the trust assets. 

Mr. Totierson. As I understand your testimony now, you have 
not yet entered into contractual obligations with the trustee with 
respect to transfer of title ? 

Mr. Morse. That is correct. We have indicated to them, though, 
that we will require undertakings and securities of a character which 
we will deem acceptable as a condition precedent to approving the 
transfer of ownership. 

Mr. Totierson. That is all, Mr. Chairman. 

The Cuatrman. The discussion of these possibilities will make more 
binding and effective on the trusteeship what is contemplated in the 
whole transaction, will it not ? 

Mr. Morse. This discussion here points up the hazards that are in- 
volved, and will aid us in covering all of these possibilities. 

The Cuarrman. That is exactly what I am thinking of, Mr. Morse. 

Mr. Morse. I am frank to say that I think our general counsel’s 
office would have covered most of these points in any event, but I think 
it has been a very helpful discussion. 

The CHatrman. We have had paraded before us and there have evi- 
dently been involved in this whole transaction the best legal brains in 
the Nation. Sometimes they do not tie knots as tightly as some ordi- 
nary horsetrader ties them. 

Mr. Allen. 

Mr. Atten. Mr. Chairman, I may be a little confused also. 

Mr. Morse, I have a copy of a contract here, MA-1439, dated Janu- 
ary 25,1957. Is that the basis for this transaction under which the 
new ships will be built ? 

Mr. Morsr. MA-1439 ? 

Mr. Auten. Yes, sir. 

Mr. Morse. That is the contract which requires the new building; 
yes, sir. 

Mr. AttEen. Now, the parties to that contract are the United States 
of America through the Maritime Administration; a corporation, the 
Victory Carriers; and a second corporation, the United States Petro- 
leum Carriers. 

As I understand this situation, the Grace Bank, as trustee, owns 
75 percent of United States Petroleum Carriers and 75 percent of 
Victory Carriers. 
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As a stockholder, would it not be true that the Grace Bank would 
have no rights in the assets of the corporation any different from any 
other stockholder in any corporation ? 

Mr. Morse. That is correct. 

Mr. Auten. You have no contract with the trustee at all, any more 
than you have contracts with the stockholders of other corporations 
with whom trade-out transactions have been arranged ? 

Mr. Morse. That is correct. 

Mr. ALLEN. Do you have any right to have any contract with the 
trustee ? 

Mr. Morse. Whether we have a right or not, we will exercise a 
right because the assurances were made to us th: at, if the vessels were 
transferred foreign, the earnings of those vessels, 100 percent, not 75 
percent, of the net earnings w ould be made available for the building 
of the new ships. 

Mr. AuLEN. Then would it be true that before you would consent 
to a transfer, you would impose the condition that additional parties 
contract with you? 

Mr. Morse. Before we would consent to transfer of title we would re- 
quire that the trustee obligate the trust assets. 

Mr. Auten. Now, I think it is also true that Victor y Carriers is the 
corporation that agrees to build the new tankers, and V ictory Car- 
riers owns all of the American-fl: ig ships that are involved in the trust, 
and that a Liberian corporation owns the foreign-flag ships, and that 
the stock of the Liberian corporation is held as to 75 percent by United 
States Petroleum? It is also contemplated that United States Pe- 
troleum will be dissolved, and it is one of the contracting parties under 
this contract of January 25. If it is dissolved how will you obligate 
the assets of those ships under foreign flag when the corporation which 
now owns this stock in that Liberian corporation is dissolved ¢ 

Mr. Morse. Those assets would be transferred to someone, and pre- 
sumably the trustee. 

Mr. Autien. I[ think that is correct. 

Mr. Morse. We will obligate the trustee. 

Mr. Auten. When you have obligated the trustee, is it then true that, 
insofar as the contracting parties are concerned under this contract 
of Januar 'y 20, you will have the agreement of the trustee which has as 
its assets 75 percent of the stock of the foreign and the Victory Car- 
riers corporations, and the assets of Victory “Carriers as a guarantee 
for the performance of the obligations under the contract, as well as 
the agreement of the trustee to subject the earnings of the foreign cor- 
poration to the purposes of the contract insofar as it is entitled? 

Mr. Morse. We would have that, plus the undertaking on the part 
of Ariona that its 25 percent share of the earnings of the Liberian 
corporation will also be made available to apply against the new build- 
ing. 

Mr. ALLEN. Would it be correct to say, as a generalization, that you 
will have the agreement of 3 or 4 going businesses to take care of their 
obligations w ith the assurance that the going concerns are financially 
responsible ? 

Mr. Morse. I think that is a fair statement. 

Mr. Auten. And is that the general principle under which you deal 
with other corporations in simil: ar transactions ¢ 

Mr. Morse. It is identical. 
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Mr. Auten. I would like to leave that subject, Mr. Chairman. 

We had some information this morning on the tax implications of 
transfers, which leads me to ask if in the ‘trade-out agreements which 
you make, or the consents to foreign transfers, you consider the tax 
seme ations and the resultant competitive advantages or disadvan- 
tages that the remaining American operators may be subjected to by 
competition of foreign flag operations ¢ 

Mr. Morse. I give no consideration to the tax advant: iges or dis- 
advantages. It seems to me that that is the part of the tax laws 
which is a problem for the Congress rather than myself. 

Mr. Auten. Well, I am not sure that this hypothetics al case ever 

ets to be realized in fact, but it seems to me that it is possible, and 
just for an example‘I will refer to the transfer of the tramp ships, 
so that, while the market was depressed and the book value was 
probably as much or more than the warrant market value on Libertys, 
a domestic operator could have transferred foreign for no other pur- 
pose than to lower his operating cost, and under such circumstances, 
there would be no tax implications. At a later time, I think he could 
have transferred his stock to some other owner at the value before 
the price of the ships had gone up on world market value and there 
would be again no tax implications. Then, if he waited until some- 
time such as now, the new owner of the stock could sell his stock in a 
foreign corporation, and the owner of the stock in the foreign cor- 
poration could sell his ship at world market value. He would have 
the proceeds free of capital gains, and would be free to invest the 
entire amount in new construction foreign to put new ships in compe- 
tition with American ships, which would seem to me to be to the 
detriment of the American flag operators in world competition. 

As I say, I do not know whether it is hypothetical or not, but it 
looks like a good angle to me. 

Mr. Morse. It is not hypothetical. It is a practical problem. One 
of the disadvantages of being an American citizen is that we do pay 
taxes and other countries may not. 

Mr. Auten. Here we have gone to the additional precaution of 

protecting the American operator by a 50 percent cargo preference 
while he stays under the American flag. We have permitted him to 
take that advantage and have permitted him to sell as soon as the 
advantage got dowr n to the value, and to put himself in a competitive 
position far superior to the American trade that he had just left after 
the benefit had been given to him. 

Is there anything wrong with that ? 

Mr. Morse. I see no reason for treating the owner of an American 
flag ship as a second-class citizen. Owners of other property under 
American flag can transfer foreign. Why, unless national defense 
reasons intervene, should an American flag ship owner be penalized 

Mr. Aten. I am wondering if, in our efforts to assist him by cargo 
preference we should not also obligate him to keep his vessel av: ail- 
able? On the one hand he is taking the advantage under which we 
have tried to keep him in business; on the other hand he has been 
free to transfer his property and possibly put another American out 
of business. 

Mr. Morse. It seems to me that that is very substantially a matter 
of policy consideration. I am personally satisfied that the transfer- 
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out policies that we have followed have been advantageous to the 
aah ant marine in encouraging the building of new ships. 

Of these 119 new ships that are under contract as of March 1, there 
were 11 for Government account; 7 which are being built either with 
construction subsidy or under the trade-in policy, ms raking 18; and the 
rest, with the exception of those being built for foreign flag, which 
are 29, are generated almost entirely by ‘the trade-out-and-build policy. 

Mr. Auten. You do not see any particular worry that the ships 
trade out will perhaps become the basis of building foreign, which 
might at some future time, not too far distant, deprive us of the same 
kind of business we are now getting? 

Mr. Morse. You mean the new construction for foreign ownership ? 

Mr. Auten. Yes; in foreign yards, if these ships that are traded 
out can be used as a basis for new construction. 

Mr. Morse. Mr. Allen, it seems to me that it is more advantageous 
to sell the old pots to the foreigners and let them operate the old pots, 
rather than to encourage them to build new ships to compete against us. 

I would rather let them sell all of our 1,400 Libertys and use those 
funds for us to build fast, fine, competitive new ships, and let the 
foreigners operate the old pots. If we could do that, I think we would 
be ahead of the game; but the way it is now they are building these 
ships as fast as they can do so, and good ships to compete against our 
older ships. 

The Cuarmman. Then did I understand your philosophy to be to 
trade out, to open the Ship Sales Act and sell foreign the reserve fleet, 
and to impound that money for new construction? Is that what I 
understand you to say? Did I understand you to say that ? 

Mr. Morse. I say that it might be advantageous to do that. We are 
giving consideration to that, and, as a matter of fact, we will give it 
some more thought at our level. We may come up and make that 
proposal to this committee to have this money available for new-ship 
construction. 

Since about July 1, 1955, including the Mariners and six tankers 
and vessels for scrap, we have sold ships that have generated $155 
million of money tothe Government. Yet Martime does not get credit 
for that in the accounting. 

The Cuairman. That went into the general fund. 

Mr. Morse. That goes into the general fund. 

The CHarrMan. You have about sold the cream of the fleet. 

Mr. Morse. Yes. 

The CuarrMan. It is 12 o’clock. Do you have an engagement 
tomorrow ¢ 

Mr. Morse. I do have an engagement at 11 o’clock, but I can come 
over at 10 o’clock. 

The Cuatrman. I am sure that these other members of the com- 
mittee would like to ask you some questions. Could we recess until 
10 0’clock tomorrow morning ¢ 

Mr. Morse. Yes, sir. I am scheduled to go to the Appropriations 
Committee at 11 o’clock, but I will be available at any other time. 

The Cuarrman. The committee will be recessed until tomorrow 
morning at 10 o’clock. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
10 a.m. on Thursday, April 11, 1957.) 











STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


THURSDAY, APRIL 11, 1957 


Hovuss or REPRESENTATIVES, 
CoMMITTEE ON Mercuant Martine AND FISHERIES, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The Cuarrman. The committee will come to order. We will con- 
tinue with the witness of yesterday, Mr. Morse. 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR AND CHAIRMAN, FEDERAL MARITIME BOARD; WALTER C. 
FORD, DEPUTY MARITIME ADMINISTRATOR; AND ELMER E. 
METZ, DEPUTY GENERAL COUNSEL, FEDERAL MARITIME BOARD 
AND MARITIME ADMINISTRATION—Resumed 


The CHairman. Mr. Morse, yesterday you were discussing some 
plan that could be worked out in conjunction with this trust that 
would absolutely assure without a doubt the construction of the new 
ships that are being talked about. I will ask Mr. Drewry to ask 
such questions as may be necessary to wind that up. 

Mr. Drewry. Mr. Morse, in that connection, I would like to clear 
up some points about the status of the contract. As I understood 
you, the transaction is not yet complete, is that correct ? 

Mr. Morse. Let us be more specific. ‘To which part of the trans 
action do you refer ? 

Mr. Drewry. You have approved a transfer of registry of all 14 
ships. 

Mr. Morse. That is correct; and we have issued the necessary 
authorizations for those transfers. 

Mr. Drewry. Have you approved the transfer of ownership ? 

Mr. Morse. No, sir; on none of them. 

Mr. Drewry. You mentioned penalties in connection with the 
transfer of ownership agreement. What penalties would they be?’ 
Have they been agreed upon when the transfer of ownership is 
effected ? 

Mr. Morse. No, sir. We have not yet finalized an agreement as to 
what obligations the transferee will have to meet as a condition prece- 
dent to our approving the transfer of ownership. 

Mr. Drewry. Well, in the contract MA-1439 of January 25, 1957, 
in the first recital it says: 

On December 10, 1956, the Maritime Administratot conditionally approved the 


transfer to foreign ownership and/or registry of not to exceed 11 United States- 
flag tankers, the tanker Olympic Games, and 2 Liberty dry-cargo vessels. 
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In the second whereas: 


The Maritime Administrator, on January 25, 1957, after determining that the 
terms and conditions of the approval granted in principle on December 10, 
1956, had been performed by United States Petroleum Carriers or an affiliate 
or subsidiary thereof, formalized the approval granted in principle. 

What is not clear to me is that that approval granted in principle 
embraced transfer to ownership and/or registry, and now that ap- 
proval in principle has been formalized. Which is it? To owner- 
ship and/or registry ? 

Mr. Morse. We have issued transfers authorizing them to trans- 
fer the flag only. We have not issued authorizations to transfer 
ownership. 

Mr. Drewry. But you did approve in principle transfer of owner- 
ship as an alternative or at some point. What is the significance? 

Mr. Morse. We have indicated that we will issue transfers of owner- 
ship. 

Mr. Drewry. Have the terms of that transfer of ownership been 
agreed to or is that left open ? 

Mr. Morse. That is still left open, and I indicated yesterday that 
we will put on some additional conditions in part because of the fact 
that United States Petroleum is being liquidated. If United States 
Petroleum were not being liquidated there would still be assets in 
United States Petroleum which would be available to insure the pay- 
ment of penalties if there was a default under the building contract. 

Since United States Petroleum is being liquidated, we are going to 
obligate the transferee to the same obligations that the United States 
Petroleum as transferor had. 

Mr. Drewry. Is the liquidation of United States Petroleum a new 
development ¢ 

Mr. Morse. It is my belief that they notified us sometime in Decem- 
ber of 1956 that they were proposing to liquidate United States 
Petroleum. 

Mr. Drewry. Sometime subsequent to December 10. 

Mr. Morse. I believe so. 

Mr. Drewry. I notice that in the December 10 letter the provision 
seems to be to provide for the transfer of registry to Panamanian flag, 
but the contract calls for transfer to Liberian registry. Is there any 
significance to that? 

Mr. Morse. Absolutely none to me. It would be immaterial to me 
whether it is Panamanian or Liberian. 

Mr. Drewry. Have any steps been taken to secure approval of trans- 
fer of ownership ? 

Mr. Morse. Not yet, because they have not yet applied for transfer 
of ownership. 

Mr. Drewry. What are your penalties for violation of the transfer 
of ownership agreement on your normal penalties? Do you have a 
standard requirement? In the transfer of flag I notice that there is a 
$150,000 penalty for violation of the condition not to trade with Tron 
Curtain countries. 

Mr. Morse. The penalties for a violation of our conditions are, one, 
the dollar figure which is spelled out in the contract, and on this con- 
tract No. 1447 that figure is $150,000. In addition, there is a forfeiture 
penalty under section 41 of the 1916 act, and, in addition, there would 
be the criminal penalties which would apply. 
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Mr. Drewry. So that the same conditions apply in case of transfer 
of ownership as apply in the case of transfer of flag. 

Mr. Morse. Yes, sir. 

Mr. Ze.enkKo. Mr. Counsel, would you yield? 

Mr. Drewry. Certainly, sir. 

Mr. Zectenxo. In reference to that point, Mr. Morse, I am very inter- 
ested in just what the law is or the position of the Government. Now, 
you just said that you could exact certain penalties under the 1916 act. 
Supposing these vessels were alreadys transferred to foreign owner- 
ship, and you indicated yesterday that you would have some hold over 
them even though they were under foreign ow perebip and they wanted 
to sell them to another foreign company. I am talking about the 
transferred ships. You said, “I would have a hold on them in gen- 
eral.” That is what you said. You talk about penalties under the law. 

I want to read to you a paragraph from a letter which was sent 
to the committee by William P. Rogers, Deputy Attorney General. 
We had inquired from him about this trust situation, and this letter 
was sent by him to the committee on March 14. Here is the pertinent 
paragr aph which I think disagrees with your views of what the law 
is and your ability to control these ships which have already been 
transferred or which may be transferred. Here is what he says: 

If the entire interest of the trust in the United States-flag vessels should be 
sold as a result of the joint decision of the independent trustee and three-quar- 
ters of the directors 


that is assuming- 


the Government at such time would no longer have an interest in the trustee 
further controlling the trust property accorded to assure compliance with the 
shipping laws. In such event, the trust reads 

that is the body of the trust, whatever it is— 

by the action of the independent trustee would no longer consist of properties 
subject to the provisions of the shipping laws 

Mr. Morse. I am not concerned with his statement. What I am 
stating is what we believe the law to be in all transactions, whether 
it is the Onassis transaction or Tom, Dick, or Harry. 

Mr. Zetenko. Here you have the Attorney General of the United 
States by his first assistant disagreeing with you on what the law is. 
He says you will not have any more control. You say you will. 
What we are interested in here is this: What is the interest of the 
Givecnmment' What is the protection of the Government when the 
Attorney General’s Office disagrees on its interpretation of the law 
with that of the Maritime Administration ? 

Mr. Morse. Mr. Zelenko, I do not know what facts the Attorney 
General was referring to. If you will put to him specifically this set 
of questions, maybe he would agree with me and maybe he would 
(lisagree. 

Mr. Zevenko. May I tell you, Mr. Morse, that we did put that 
set of questions, This is in response to that set of questions. He 
is dealing particularly with the proposition, the possibility of the 
American- dag ships which are building being sold, so that there are no 
more American-flag ships in the trust. He answered that question 
specifically. Now, you tell us that you do not feel that his opinion g gov- 
erns you or your opinion governs him. I think that leaves the Govern- 
ment in somewhat of a mess. 
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Mr. Morse. | do not think so. You have nothing in mind except 
the Onassis trust. Let us disregard that for the moment, please. 

Mr. Zevenxo. That is what we are talking about here. That is 
what he says about the Onassis trust. 

Mr. Morse. Let us disregard the Onassis trust for a moment, 
please. Let us take the situation where the Esso Corp. transfers s one 
of its T-2 tankers to a Liberian corporation which is 51 percent or 
more American owned. In the transfer agreement we include these 
conditions and these are the conditions which are accepted by the 
transferor and by the transferee : 


1. Without the prior written approval of the Maritime Administration there 
shall be neither transfer of ownership nor change in the registry of the vessel 
transferred, nor shall there be any transfer of stock interest in the foreign 
corporate buyer to persons not citizens of the United States (within the mean- 
ing of section 2 of the Shipping Act of 1956 as amended) except such transfers 
of stock or change of ownership which result by reason of the death of any 
stockholder or owner. Notification of any change occurring by reason of death 
shall be filed with the Maritime Administration within 60 days of the date of 
the transfer of stock or change of ownership. 

2. Availability— 

Then we have a clause there that the vessel, whether owned by the 
foreign corporate buyer or any subsequent transferee, shall, if re- 
quested by the United States or any qualified department or agency 
thereof be sold or chartered to the United States on the same terms 
and conditions upon which a vessel owned by a citizen of the United 
States, could be requisitioned for purchase or charter as provided in 
section 902, Merchant Marine Act, 1936, as amended. 

There is another phrase there that is immaterial. 


Third, that the vessel shall not engage in trade prohibited to United States- 
flag vessels under Department of Commerce transportation orders T-1 and 
or any modification thereof unless terminated prior to the period when these 
conditions are made applicable to these transferred vessels. 

3. Default.—In the event of default under conditions 1 or 2 or 3, the vessel 
approved for transfer shall be subject to the penalties imposed for violation of 
conditions of approval as provided in section 41 of the Shipping Act, 1916, as 
amended. Pursuant to the provisions of section 38 of the Shipping Act, 1916, as 
amended, the Maritime Administrator may mitigate any forfeiture. To secure 
the payment of money required for any such mitigation the foreign corporate 
buyer shall agree in a contract in form satisfactory to the General Counsel to 
the above-prescribed conditions and shall agree to provide and shall provide the 
United States commissioner surety bond in the principal amount of $50,000 to 
$250,000, depending on the vessel (in the case of foreign corporations owned or 
controlled by foreign citizens) or the agreement of the foreign corporate buyer 
and its principal United States citizens stockholders (if the foreign corporate 
buyer is owned or controlled by United States citizens) in like amount to 
secure the payment as aforesaid or other security satisfactory to the Maritime 
Administrator. Provided further, that in the event of any mitigation of the 
forfeiture the foreign corporate buyer as a part of such mitigation will enter 
into a new agreement containing substantially the same conditions as above 
covering said vessel approved for transfer for the remaining period of the 
original agreement. 

Mr. ZetenKo. Mr. Morse, I think you have told us the general 
provisions of the shipping laws as applied to, you say, certain cases 
involving trade-outs. Now, we are dealing here with the Onassis 
transaction among other things. My point was and still is that, 
according to the opinion of the Attorney General under the Onassis 
transaction under the situation that I pointed out and for which 
we asked, he would not be subject to these very shipping laws that 
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you are reading, in the opinion of the Attorney General. Now, that 
is the point. 

Now, it may apply in every other case. Yesterday we had a gentle- 
man from the Internal Revenue, Mr. Gayton, who said that he had 
never heard of a transaction like this. Mr. Gayton yesterday said 
he never heard of a transaction like this. It is an unusual transaction. 

The opinion of the Attorney General is that the shipping laws 
would not control and I would suggest, sir, most respectfully, that 
before this thing proceeds any further, that it be held up entirely 
until the Maritime and the Department of Justice, on whom we rely 
for the interpretation of law in some respects, get together and 
decide what is the law. You have one version and he has another 
version. 

Mr. Morse. I do not think the Attorney General has stated that 
the contractual provisions which are accepted by the foreign trans- 
feree are not binding on that foreign transferee. 

Mr. ZetenKko. Except this: You are talking of penalties, forfei- 
tures under the law and other things, and he says that the law does 
not apply in this situation. You may have certain contractual com- 
mitments. 

Mr. Morse. The foreign transferee has accepted these contractual 
obligations which spell out penalties, which spell out forfeiture, which 
spell out these things that I have read. He has contractually obli- 
gated himself to that and I do not think the Attorney General would 
say those are contractual provisions which the Government cannot 
enforce. 

Mr. Zetenxo. The contractual provisions such as penalties which 
Mr. Drewry raised was $8 million liquidated damages, which would 
give the Government a lawsuit. First of all, the trustee is not a party 
to contract 1439. Although the trust was in existence and Maritime 
knew it was in existence, Maritime did not make the trustee a party 
to that contract and that contract has a party in it, USP, which Mari- 
time knows is going to be dissolved. 

Mr. Morse. And we have said that we will not permit the transfer 
to be effected unless the assets of USP in the hands of USP or its 
transferee will be made responsible for that penalty. 

Mr. Zetenxko. Well, they are still not a party to the contract. The 
thing that I am driving at here is on the question of the shipping 
laws, penalties, forfeitures, seizures. The Attorney General says it 
does not apply in this case when certain things take place, which you 
say can take place under the trust. That is why I say that I think, 
in the interests of the United States, and I know that that is your 
interest too primarily, that you should hold this transaction up until 
you people get together with the Attorney General and decide what 
is the law. 

Now, may I go on to another point, unless you have an answer? 

Mr. Boykin. Excuse me. Will you yield a moment? 

Mr. ZeLenkKo. I will yield to the gentleman. 

Mr. Boykin. The Department of Justice told us the day before 
yesterday that they had approved this transaction and you had ap- 
proved it. 

Mr. Morse. My understanding is that the Department of Justice did 
approve the establishment of the trust. 

Mr. ZeLenKo. Only of the trust? 
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Mr. Boykin. Would it not be a good idea to put the committee’s 
letter and all of the answers from the Department of Justice in the 
record? You cannot read one parag aiph and get the whole idea. Do 
you not think that would be a good idea 

Mr. ZetEnKO. Very good. I adopt the gentleman’s suggestion. 

Mr. BoyK1n. This is all at the moment. I have some further ques- 
tions later. 

Mr. ZetenKO. Will the gentleman yield back to me? 

Mr. Boykin. Yes. 

Mr. Morse. I will write the Department of Justice and ask them 
if they think our contractual provisions are unenforcible. 

Mr. Zetenxo. It is not a question of contractual conditions alone, 
For the protection of the Government it is a question of what the 
Government can do over and above even these contractual provisions 
which are subject to interpretation. You say they are subject to the 
shipping laws. The Attorney General says they are not. 

I would like to go to one other thing if I may. I will just ask a few 
short questions. 

The CHarrMan. Let me see if the counsel is finished. 

Mr. Ze_ENKO. I am sorry, sir. Counsel had yielded to me. I yield 
back to the counsel. 

Mr. Drewry. Mr. Morse, along that line, do I understand from you 
that, if it should happen that at the end of 5 years there be no United 
States-flag vessels in the American corporation and the grantor then 
chose to revoke the trust, which the Assistant Attorney General said 
could be done, the grantor would not then be able to do whatever he 
chose with the vessels which have been transferred? The trustee 
would no longer be in the picture. 

Mr. Morse. The owner of the transferred vessels would still be sub- 
ject to the contractual obligations spelled out in the transfer approval. 

Mr. Drewry. So that you will have a contract with the transferee 
foreign corporation. 

Mr. Morse. We do in every instance. 

Mr. Drewry. Then how would you enforce that, if there were a 
further transfer ? 

Mr. Morse. A transfer by the Liberian company ? 

Mr. Drewry. Let us say that the trust has been revoked and the con- 
trol of the company is now back 100 percent in the hands of Mr. 
Onassis in the Liberian corporation. How would you enforce it if the 
Liberian corporation, then 100 percent controlled by Mr. Onassis, were 
to make a further transfer of the vessels? 

Mr. Morse. I have not figured out what the details wanld be, but 
offhand I would say that we would approve the initial tr ansfer of 
ownership only on a basis that, as I mentioned, the transferors’ li- 
ability would be assumed by the transferee. That is one step. Your 
next step is—assume the trust were revoked after 5 years. Offhand 
I would say we should include and would include in the transfer 
approval a requirement that the trust funds would also remain ac- 
countable or responsible for the performance of these penalty pro- 
visions. I do not know why not. We usually try to bend over back- 
ward to include everything we can think of to protect the interests of 
the Government, and I do not know why we would not include that. In 
other words, we would attach a condition to our transfer that the 
option to terminate the trust under the trust provisions may not be 
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exercised if the effect of it would be to reduce or eliminate the security 
we have. 

Mr. Drewry. Well, the grantor has the right to revoke the trust. 
How do you impound or tie up the trust funds when that contingency 
arises ¢ 

Mr. Morsp. I indicated yesterday that, as part of the transfer of 
ownership, we would attach a condition that the trust would obligate 
the trust res as additional security for the performance of the build- 
ing contract and also the penalties imposed in the transfer order. 
Now, I have not discussed it with our counsel yet, but I do not see 
any reason why we cannot nor why we should not also insist that the 
revocation of the trust be deferred until such time as all of the 
contractual commitments have been met. 

Mr. ZeELENKO. Will counsel yield at this point ? 

Mr. Drewry. Yes, sir. 

Mr. ZeLenKo. I would say, Mr. Morse, that I do not think you 
would have the power to prevent the revocation of % trust which 
has been approved by the Attorney General’s Office. I do not think 
the Maritime Administration has the right to modify on its own the 
trust to ask that the trust not be revoked until a certain time. 

Mr. Morss. Mr. Zelenko, you and I disagree. We have authority 
to make reasonable rules and conditions on foreign transfers. 

Mr. ZELENKO. Except this: You do not have the right to change 
this trust. You have the right to make rules and transfers, but you 
do not have the right to change the terms of this trust. That is our 
point here. 

Mr. Morse. They are asking for transfer of ownership, and we have 
indicated that we are going to insist that the trust res also sign as 
surety. 

Mr. ZeLENKO. I have one more question before I yield to the gen- 
tleman. We have pointed out that there is a difference of opinion on 
the law in this Onassis transaction between your office and the Attorney 
General. 

Mr. Morse. I do not necessarily agree that that is a correct state- 
ment. 

Mr. ZELENKO. Very well. You will agree that it is subject to in- 
terpretation, that there may be some basis for our feeling on it. 

Mr. Ray. Will the gentleman yield? 

Mr. Morse. I do not know that you put the same problem to them. 
I say that we have a contractual undertaking which we can enforce. 
I do not know that the Attorney General said that there was no con- 
tractual obligation that was enforcible. 

Mr. ZeLteNKo. I stand by without belaboring the point. I yield 
back to counsel. 

Mr. Ray. Will counsel yield ? 

Mr. Drewry. Yes, Mr. Ray. 

Mr. Ray. I am puzzled by some of the questions and some of the 
answers. As I see it, the right of revocation arises after ships have 
been transferred out of the trust. 

Mr. Morse. As I understand, after there are no American-flag ves- 


, sels owned in the trust. 


Mr. Ray. That is right. So that, for that situation to arise, there 
would have had to be a prior approval by you of a transfer of ships 
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Mr. Morse. No; they could be transferred to another American 
purchaser without our approval. 

Mr. Ray. I think that is my point. 

Mr. Morse. The point I was trying to raise is that we have indi- 
cated this: That we are going to insist that the trust also in effect be 
a surety to the performance of these obligations. Now, the United 
States Petroleum will ask for authority to transfer ownership of these 
foreign-flag vessels. I have indicated that we will say, “Yes; we will 
permit transfer of ownership, but we will do so only on condition that 
our existing security will not be canceled out.” Now one way of 
having the existing security canceled out would be for Mr. Onassis to 
terminate the trust under the authority of the trust provisions. Now, 
what I am saying is that we will say to Mr. Onassis, “We will approve 
the transfer of ownership, but you may not exercise your authority to 
terminate the trust if to do so would be to deplete our security.” 

The CuamrMan. You are going to deal with Mr. Onassis instead of 
the trustees ? 

Mr. Morse. We will deal with the trustee where the trustee is in- 
volved, but where there is an action where Mr. Onassis can control, 
we will obligate Mr. Onassis personally. 

The CuarrMan. That would be 5 years from now. 

Mr. Morse. Yes, sir. 

The Cuartmman. But the ships are gone then. 

Mr. Morse. The old ships are gone before then. 

The Cuarrman. The trustee would have a right to sell the owner- 
ship in the contracted ships to be built under the American flag with- 
out your approval. 

Mr. Morses. To an American purchaser. 

Mr. Ray. Then there would be no ships. 

Mr. Morse. Correct. 

The Cuatrman. Let me ask your counsel a question, then. 

What is your opinion, if they went into court with this matter under 
this trust, as to the dissolution of the trust and what you would have 
left of the trust ? 

Mr. Merz. Do you mean before ? 

The CHarrmMan. You have been listening to all this and it is clear 
in your mind as to the point at which we are driving. I want this all 
to be a matter of record so that, if this thing comes up in the future, 
it will show that this committee endeavored to do its best to see that 
these ships that have been contracted for are built. That is the only 
part in this whole transaction that worries and bothers me. It has 
come to the place where it is evident that it may be possible that the 
ships will never be built. Now, answer the question. 

Mr. Merz. I will have to answer you two ways because I cannot 
get an explanation of the question. Under the present trust as drafted, 
and prior to any amendment of it—— 

The Coarrman. How are you going to amend the trust ? 

Mr. Merz. The same way you amend any other agreement; by 
agreement of the parties. 

The Cuarrman. Are you going back to the Department of Justice 
who prepared the trust? 

Mr. Metz. I would think that before an amendment of the trust 
agreement was made the Department of Justice would be consulted 
and it would be with their consent; yes, sir. 
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Mr. Zetenko. Pardon me, Mr. Chairman. You have to get the 
consent of Mr. Onassis too. 

Mr. Merz. That is right; of all the contracting parties, surely. 

The Cuatrman. Go ahead, sir. I want this in the record. 

Mr. Metz. Proceeding with the answer, prior to any amendment and 
upon the conditions as I understand you related them, in other words, 


United States Petroleum has passed out of existence, and there are no 
_ American-documented ships in the trust res, then I would say that 


nobody would be obligated to us in money damages except Victory 
Carriers, which is the. prime party. Now, Mr. Morse has suggested 
that as a condition to the transfer of title ‘to these ships there would 


_ be new conditions imposed which I assume would involve an amend- 
| ment of the trust agreement, and under those conditions I think that 


the assets of the trust, to the extent of the new agreement, would still 
be subject and it could not be terminated without performing those 
conditions. 

Mr. Morse. May I make a statement there, Mr. Bonner? I think 
it is not necessary to amend the trust agreement to get a commitment 
from the trustor that he will defer exercising his option to terminate 
the trust. 

The CHatrman. What did you say, Mr. Morse? 

Mr. Morse. Mr. Metz suggested that it might be necessary to amend 
the trust agreement but what I said was that I would expect to ut 
an agreement from the trustor that he would defer exercising 
option to amend the trust. I do not think there is any <a 
that an amendment of the trust agreement is necessary for that. pur- 
pose. You get a simple agreement from the trustor saying that he 
will not exercise an option. That is not an amendment of the trust 
agreement itself. 

The CuHatrman. Who would that person be? 

Mr. Morse. That would be Mr. Onassis. 

The Cyaan. I wonder if we could agree on this and probably 
then we could conclude this business: That you would have an agree- 
ment and understanding with this committee that you would supply 
the committee a full statement of the steps you are taking to assume 
adequate security for the building of the new ‘ships and that you would 
withhold the transfer of title until it is apparent and evident that the 
new ships will be built. If we could get that agreement from the 
Maritime, you, I think I would be satisfied to suggest to the com- 
mittee that we might rest on this part of the agreement. 

Mr. Morss. Off the record a moment. 

The CuarrmMan. Yes. 

(Discussion off the record.) 

The Cuatrman. It is not that you do not have authority to do this 
or that or the other, but I am primarily interested to see that the new 
ships are built. I have about reached the conclusion that it is pos- 
sible that they might never be built. I donot think it is asking a whole 
lot to let the transaction go through but to withhold the transfer of 
title until it is evident that he ships are underway and are proceeding 
so far that they would be completed. 

Mr. Morse. As far as I am personally concerned, I have no objec- 
tion to submitting the documents to this committee for its approval or 
disapproval before they are finalized. Is that what this committee 
wants to have done? 
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The Cuarrman. No, sir. I do not want these ships transferred in 
title, Mr. Morse. I am not speaking for the committee. I am saying 
that personally I do not like to see these ships transferred in title until 
it is evident that the new ships are going to be built. That is not 
raising any question about anybody in this transaction or implying 
that I have any question about the intentions of any American citizens, 
the Grace Bank, you and the administration and your office, but I 
just have some other reservations in this whole transaction that I my- 
self hold. 

Mr. Morse. I personally have no objection at all to deferring the 
transfer of ownership. Whether the transaction as set up by United 
States Petroleum is of a character that they can proceed with it with- 
out transferring ownership, I do not know. 

The Cuarrman. There is nothing binding in that trust that would 
prohibit you from doing that, is there ? 

Mr. Morse. I am sure there is nothing in the trust which binds us 
on anything. 

The Cuarrman. Well, it does not bind you but there is nothing in 
the trust that would prohibit you from transferring flag but reserving 
the transfer of title until such time as it looks as if the whole arrange- 
ment will be consummated. 

Mr. Morse. Mr. Bonner, I do not know whether that would result 
in a transaction which would be workable as far as United States 
Petroleum is concerned. 

I just do not know for this reason : These would still be vessels under 
foreign flag which are owned by an American corporation and pre- 
sumably the income would be income to the American corporation, 
Now, the tax consequences of that might be such that they cannot 
finance the building of the new ships. 

The Cuarrman. Well, you know I am not crying over the inability 
of foreign corporations coming into America, making a lot of money 
and taking it out without tax when we are taxing our American-flag 
operators at the same time. That does not hurt my heart at all. 

Mr. Morse. All right, but I suggest that, before any commitment 
between myself and this committee is made along this line you get 
United States Petroleum down here to say whether they can live 
with it. 

Mr. Drewry. May I raise a question ? 

The CHarrman. Yes. 

Mr. Drewry. Mr. Morse, I did not understand that the chairman 
was asking that you not proceed to approve transfer of ownership but 
only that you not take that step until you had satisfied yourself beyond 
a reasonable doubt that you had assurances that would carry the trans- 
action forward with full protection to what the United States is trying 
to achieve. 

Mr. Morse. All right. I had a different impression as to what Mr. 
Bonner was asking me to do. 

The Cuatrman. Mr. Drewry has expressed it. It is that you would 
not transfer title until such time as it was evident that these new 
ships would be built, and “evident” means that there is money in 
hand with which to build these ships or secured income with which 
to build them. 

Mr. Morsr. Our comptroller’s office satisfied themselves that that 
is the fact before we approved in principle. 


| 
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The CHarrMan. Then we turn around and we are right back at the 
same place again, that with all the ships transferred out then the trust 
van be dissolved. 

Mr. Morse. No; I do not agree with that. We can control that. 

The CHarrmMan. You just do not agree then, Mr. Morse. 

Mr. Drewry. Mr. Morse, I would like to ask one more question. 

The CuHatrman. Now, in finally settling my question, it is then 
impossible for you to make this arrangement to hold the title to these 
ships. 

Mr. Morse. It is not at all impossible. 

Mr. Dorn. May I interrupt at this point? Did not the witness say 
that he would be willing to await the approval of this committee and, 
since there is this divergence of opinion, why not have Mr. Morse bring 
the facts before the commitee when Mr. Morse thinks the facts are 
such that this committee would approve? Mr. Morse, at the present 
time, seems to feel that financial arrangements are satisfactory now. 
You do not. I do not know what the opinion of the rest of us is. 

The Cuarrman. I do not want to take any responsibility from Mr. 
Morse. We do not want to be the Administrator of Maritime Affairs. 
We are just interested in seeing that we are assuring the result at 
which we are trying to arrive. 

Mr. Drewry. Mr. Morse, I had the impression from what you said 
yesterday, and also today, that notwithstanding the fact that you 
were satisfied at the time you gave approval in principle, it is your 
present intention to ask for additional assurances. 

Mr. Morse. That is correct, because when the original approval in 
principle was granted there was no contemplation that the USP 
would be liquidated. 

Mr. ZELENKO. Would counsel yield a moment ? 

Mr. Morse. That is to my recollection. 

Mr. Drewry. Yes. 

Mr. ZELENKO. Captain Conway came down here last. week and said 
that that very matter which you say now had not been done had been 
done, that is, approval of the dissolution of USP. He said that he 
had your approval; that they had submitted to you in advance their 
whole plan of dissolving USP, and I have his testimony. Now you 
tell us, Mr. Morse, that that was not part of the contemplation. Can 
you explain that ¢ 

Mr. Morse. It is simply a matter of timing. The question is, When 
yas the proposal submitted to us and when did we give the approval 
in principle? 

Mr. ZeLenko. That was before you gave the approval in principle. 
I have the testimony here where both he and Mr. Cunningham read 
what they thought was the contract first. Then they said, “We sub- 

mitted exactly what we are going to do, including dissolving USP,” 
and now you tell us that at first you folks did not know anything 
about it. 

Mr. Morse. I am not trying to evade this thing, Mr. Zelenko. I am 
either right or I am wrong. It is a simple matter to determine from 
our records when the original approval in principle was made and 
when we received this document from Captain Conway. 

The CHarrmMan. Go ahead. 

Mr. Morse. I could be wrong. I am only testifying from recollee- 
tion, not from documents. 
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Mr. ZeLENKO. That was the point we raised with Captain Conway. 
We said, “Do you mean to say that you told the Maritime Commission 
in advance that you were going to dissolve United States Petroleum ¢” 
and both he and Mr. Cunningham, who gave very clear testimony, said, 
“Of course we did,” and they read it to us. 

Mr. Morse. I would like to submit for the record what the facts 
are according to our records. 

Mr. ZELENKO. Very well. 

The Cuarrman. Yes, sir. 

Mr. Drncetu. Counsel, would you let me ask a question ? 

The Cuarrman. He wants to submit the facts. 

Mr. Drincett. I understood that he was going to submit that for the 
record. 

The Cuarrman. You are not submitting it now? 

Mr. Morse. I do not have our file with us, so that I do not have that 
information available. 

Mr. Dincetx. Thank you, Mr. Chairman. 

I want to get back to this point of revocation of the trust by Mr. 
Onassis. Let us say that he revokes the trust. The ships revert to 
him; am I correct ? 

Mr. Morse. The vessels under foreign flag, I would assume, revert 
The stock in those owning companies would revert to him. 

Mr. Drncetu. So that he would then get the vessels under the for- 
eign flag and whatever new building is completed, if any; is that right ? 

Mr. Morse. He would not get any American-flag ownership. 

Mr. Drnceti. He would get stock in corporations holding American- 
flag vessels ? 

Mr. Morse. No. I think he is not permitted. As I recall, he is not 
permitted to revoke the trust if there is stock ownership in American- 
flag vessels. I would have to refer to specific terms of the trust. 

The CuarrMan. We have been over that time and time again. 

Mr. Dincetu. I do not intend to pursue this. 

At least, stock in corporations ak held those American-flag ves- 
sels would be picked up? 

Mr. Morse. Yes, sir; he would pick up all of the assets of the trust. 

Mr. Dincei. That would leave nothing with the trustee. 

Mr. Morse. It would be just like a termination of any trust 
agreement ? 

Mr. Drinceui. That is right. You could proceed against the trustee 
to your heart’s content, and the trustee would have no assets and no 
control over the action of Mr. Onassis, so that you would actually be 
proceeding against a man holding an empty bag; is that right? 

Mr. Morse. After the trust is terminated, there is nothing to proceed 
against. 

Mr. Drnce.i. Now, let us go into this thing. 

Have you checked this transaction out with Internal Revenue at all? 

Mr. Morse. I have not. 

Mr. Drncetz. Now, I do not know whether you heard the testi- 
mony yesterday, but we had substantial testimony from Internal 
Revenue. I have been reading the transcript. 

The CuatrmMan. Before we go into any other phase of this, before 
you go into the Internal Revenue angle, I would like Mr. Drewry to 
ask his questions. 

Mr. Dinceuu. Very well. 


T 
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May I ask one more question, if you please, Mr. Chairman? 

You referred earlier in your testimony to a series of criteria which 
you had generally, one of which regarded the welfare of the American 
merchant marine. I do not have the specific language before me, 
but I believe that you are familiar with it. 

Do you think that the welfare of the American merchant marine is 
well served here by turning over to foreign-flag operation a series of 
vessels, rather a substantial number of American vessels, all in fairly 
good condition and age, to operate in competition with American-flag 
carriers ? 

Mr. Morse. I thought so initially and I think so now. Otherwise, 
I would not have approved it. 

Mr. Dinceit. Now, we are apparently agreed that there may be 
some things that need looking into on this Onassis trust, and some 
safeguards that you may now have to apply, perhaps, as a result of 
this hearing. 

Do you intend to look again into this Niarchos transaction to make 
sure that the same safeguards are applied for the good of the 
American taxpayer ? 

Mr. Morse. Not the taxpayer. I am not concerned with the tax- 
payer. That is the problem of the Congress. 

The Cuarrman. I want to stay on the subject which we are dis- 
cussing. 

Mr. Drncetu. I yield my time. 

I want to say, Mr. Chairman, that I am concerned with the Ameri- 
can taxpayer, and propose to protect him whether or not anybody 
else does. 

The Cuatrman. I think we are all concerned with that. 

Mr. Drewry. Mr. Morse, I have just one other point to clear up. 

If I come to you with an application for approval of transfer to 
foreign flag and ownership, and you grant that approval, it will be 
subject to a condition that there will be no further transfer without 
further approval; is that correct ? 

Mr. Morse. Correct. 

Mr. Drewry. Now, under the Onassis situation, as I understand it, 
and let us assume that the new ships have been built and that both 
they and the seven Victorys have been sold to another American corpo- 
ration which does not require approval by you, at that point, under 
the trust agreement, Mr. Onassis can revoke. Having revoked, is it 
not a fact that from then on he can do as he will with the ships and 
that, in fact, the revocation of the trust itself is in a sense a further 
transfer to foreign ownership ? 

First of all, is that true? Would you have anything further to 
say upon the revocation of the trust as to what happens in the future 
as to the 14 vessels which have been transferred ? 

Mr. Morse. I would say that he could not revoke the trust if the 
effect of that was to terminate the American ownership of the foreign 
corporations, without our prior approval. 

Mr. Drewry. That is what the trust provides. 

Mr. Morse. I do not care what the trust provides. They have 
signed an agreement that they will not effect a transfer of stock own- 
ership without our prior approval. 

Mr. ZeELENKO. Mr. Counsel, will you yield? 
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If you say, Mr. Witness, that you do not care what the trust pro- 
vides, I say this: that this is something that surely requires looking 
into, because this entire transaction is ‘built on the trust. Now you 
tell us that you do not care what the trust provides. I do not think 
that you mean that. 

Mr. Morse. What I mean is that there will be a violation of the 
contractual commitment on the transfer. 

Mr. Drewry. But you do not have that contractual commitment 
yet, do you, on the tr: ansfer of ownership / 

Mr. Morse. That is correct, because they have not yet asked for 
transfer of ownership. 

Mr. Drewry. And you do not know what the conditions would be. 

Mr. Morse. We have indicated that these are the conditions that we 
will attach, and we are going to attach additional conditions. 

Mr. Drewry. Would you not have to get the grantor’s permission ? 

In a sense, you are imposing by contract another trust on top of the 
existing trust. 

Mr. Morse. I have already indicated that I am going to get a 
commitment out of Mr. Onassis that he will not exercise his election to 
terminate the trust if the effect is to reduce our security. 

Mr. Drewry. I am not thinking just about security. 

As I understand it, this program or policy is based on a twofold 
aspect: (1) the construction of new vessels, and (2) retention of the 
effective control in the United States, and it looks to me as if the 
effective control gets lost when the trust is revoked. 

Mr. Morse. The owners of the foreign-flag vessels will then be in 
violation of their commitment to us, and subject to whatever penal- 
ties we have under the contract. 

Mr. Drewry. So that, it is your belief that you will continue to 
maintain effective control over the ships for what period of time? 

Mr. Morse. As I recall, it is for the existence of the current national 
emergency, which was declared in 1950, or for the remaining period of 
the 20-year life of the vessel, whichever is the longer. 

Mr. ZeLeNnKO. Will counsel yield for one question 2 

Mr. Morse, you gave an answer to Congressman Dingell’s question 
in which the substance was this, and I think this is verbatim. You 
said you “don’t care about the American taxpayer.” I would like you 
to explain that. 

First of all, did you mean it ? 

Mr. Morse. W -_ I meant was that I am a taxpayer, like you, Mr. 
Zelenko. What I meant was that the tax consequences are spelled out 
by the Congress. 

If the taxes taken by Mr. Onassis are lawful under the tax laws, 
the tax implications are those resulting from the Internal Revenue 
Code, and, if it is advantageous or disadvantageous to us, that is not 
my problem. 

Mr. Zecenko. I will conclude with this question. 

The other day you made a remark. I would just like to read it. 
You made a remark in which you said, as follows, that the Greek 
shipowners such as Onassis and Niarchos are much smarter than the 
American shipowners because they have taken advantage of a 
situation. 

Those are your very words. I have them here. What did you 
mean by that ? 
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Mr. Morse. They started building ships in American yards when 
there was no building here. The »y were able to get prompt deliveries 
and they were able to get cheaper prices than the Americans who 
came in after the door had been closed. 

The CuHarrman. Mr. Tollefson. 

Mr. ‘Totterson. We went over this yesterday. 

As of this moment, there are no agreements or no applications for 
transfer of title foreign with respect to this transaction ? 

Mr. Morse. We are talking about flag or title? 

Mr. Touierson. We are t talking about title now. 

Mr. Morse. Title only. There “has been no application for issuance 
of transfer of title. We have approved in principle transfer of flag 
and title. 

Mr. ‘Totterson. You have just approved the principle, but you 
have not yet entered into any agreement with respect to the transfer. 
You have not yet said, “You can go ahead and transfer title foreign.” 

Mr. Morse. That is correct. We have not formalized that approval 
in principle. 

Mr. Totierson. And, as I understand your testimony, you will 
not approve any transfers 3 title foreign unless you are satisfied 
that the Government. will be protected with respect to the new ship 
or ships being built? 

Mr. Morse. Correct. 

Mr. Totierson. Now is there any way that the trust or anybody 
else can compel you to approve a transfer of title foreign as of this 
moment ¢ 

Mr. Morse. It is open to interpretation of these approval-in-princi- 
ple letters, but I think that the answer is negative, they cannot force 
us to if we refuse unless they are willing to live up to the conditions 
that we insist on attaching. 

The Cnarrman. I did not understand that first part of your answer. 
Was the first part of your answer that the trust directs you to transfer 
title? Wasthat your answer to Mr. Tollefson ? 

Mr. Morse. Mr. Tollefson’s inquiry was whether there was a legal 
obligation now existing, and I said that this is in part a legal inter- 
pretation of these approvals in principle that we have issued, but I 
would say that I think we could refuse to proceed with the approval 
in principle unless the conditions which we attach are met by the 
transferee. 

Mr. To.tierson. What I am getting at is that, as a matter of law, 
you have the discretion to say yes or no to an application fora transfer 
of title foreign. 

Mr. Morse. It is difficult to answer that yes or no, Mr. Tollefson. 

We have approved in principle the application to transfer both 
title and flag. We have issued the transfer-of-flag approvals. We 
have not yet issued the transfer-of-title approvals. Whether they 
could mandamus to issue those transfer-of-title approvals only on the 
conditions spelled out in these letters of approval and principle,I just 

cannot give you an affirmative answer—yes or no—that they would 
be entitled to mandamus. I would think that they would not be en- 
titled to mandamus. 

Mr. ZeLeNKo. Would the gentleman yield ? 
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Do I understand the answer to be that you do not know now whether 
you have any more discretion left in this matter; that it is a question 
of interpretation ? 

Mr. Morse. It is in part that, but I think we retain discretion. 

Mr. ZeLenxo. That is what you call subject to legal interpretation 
under this contract ? 

Mr. Morse. I think every letter is subject to legal interpretation. 

Mr. ZeLtENKO. In other words, it is all over? You cannot do any- 
thing but follow the contract? 

Mr. Morse. I think you are misquoting me. 

Mr. Zetenxo. I withdraw that, Mr. Chairman. 

The Cuatrman. You should not do that. We are in a serious mat- 
ter here and I want the witness to have every opportunity to carefully 
answer. 

Mr. Morse. I thought I pretty clearly spelled out that we were go- 
ing to insist on additional conditions. 

The Cuatrman. You said that it is possible that legal interpreta- 
tion might cause you to carry out the letter of intention to transfer 
title. Is that about what you said? 

Mr. Morse. I said that I thought a writ of mandamus would not 
issue, forcing us to issue the transfers, without other conditions being 
required. 

fr. MarmurArp. Would the gentleman yield ? 

Mr. Totierson. Yes. 

Mr. Maruurarp. Actually, even if you just retained the conditions 
in your letter, which I presume would be the standard conditions for 
the transfer of vessels, would that not effectively prevent Onassis 
from exercising his right of terminating the trust, because would that 
not in fact remove effective American control from the transferred 
vessels, which would be a violation of the contract regardless of 
whether you had any specific commitments to that effect ? 

Mr. Morse. I think it would. 

Mr. Mariurarp. So that, it would seem to me, even with the provi- 
sions that you have already specified, this option to terminate the trust 
would cause him to be in violation of his contractual commitment ? 

Mr. Morse. That is my belief. 

Mr. Totterson. Mr. Mailliard asked the questions which I was about 
toask. He did it ina much better way. 

Now, aside from this transaction, without having entered into that 
letter, you have, as a matter of law, discretion, do you not, to say yes 
or no? 

Let us eliminate the trust and let us take a company which wants to 
transfer the title of some ships foreign. They have to get your ap- 
proval. You have said that time and again before this committee. 

Mr. Morse. Correct. 

Mr. Totiterson. A company comes to you and says, “We want to 
transfer title of some of our ships to a foreign corporation or individ- 
ual.” Youcan say no if you want to, can you not? 

Mr: Morse. I think that we do not have an unrestricted discretion. 
In other words, the opinions of the general counsel down at Maritime 

for years have said that we are permitted to refuse to transfer a vessel 
upon application only if two situations exist: The vessel is required 
under American flag in the national interest; or for public defense 
reasons. 
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If neither of those findings is made, then I think that a request for 
a transfer would be obligatory. 

Mr. Totterson. Have there been any transfers of title to foreign 
corporations on American ships without your consent ? 

Mr. Morse. No, sir. 

Mr. Totterson. Over the years, has not permission always been 
asked for ? 

Mr. Morse. To the best of my knowledge, there have been no trans- 
fers of any American-flag vessels to foreign flag without first obtaining 
the permission of Maritime. 

Now, by that I do not mean to say that there have not been small-boat 
owners, for example, who are unaware of the 1916 act, who occasionally 
have made transfers of title or flag of vessels without getting our per- 
mission, but that is done through ignorance and those vessels are sub- 
ject to forfeiture. 

Mr. Touierson. I agree that this is repetitious, but, as I understand 
from your testimony, you feel that the conditions of transfer of title 
which are in the letter which we have been discussing are sufficient to 
protect the interests of the United States ? 

Mr. Morse. Substantially, except that, in respect to the dissolution 
of United States Petroleum, I would insist that the transferee under- 
take the sale obligations that were initially vested in the transferor. I 
think it is ordinary corporate practice that, where you dissolve a cor- 
poration, the transferee assumes the responsibilities of the transferor. 

Mr. TottEFson. Do you have any doubt in your mind but what the 
Government’s interest is protected in this case up to this point ? 

Mr. Morse. None at all. 

Mr. Totterson. Will it be protected if you carry out the objectives 
of the letter which we have been discussing ? 

Mr. Morstz. I believe so. 

Mr. Toutterson. That is all, Mr. Chairman. 

Mr. Auten. Mr. Chairman. 

The Cuarrman. Mr, Allen. 

Mr. Aten. Mr. Morse, approximately how much are these three 
new tankers going to cost? 

Mr. Morse. Around $50 million, in that neighborhood. 

Mr. Auten. I take it that what we are driving at is a statement 
from you that the production of that $50 million is relatively secure. 
Now, how are you going to get it? 

Mr. Morse. We will require from the transferee either an assign- 
went of a charter hire to Victory Carriers, to permit Victory Carriers 
to pay for the ships; or we will require an assignment of the free 
as earnings to go to Victory Carriers to enable them to pay for the 
ships. 

Mr. Auten. First, is there an assurance that those sums will add up 
to $50 million; and, second, are you relatively sure that you could 
collect on your assignment and, if so, how ? 

Mr. Morse. As to the first question, I have not seen the financial 
statements, but they were approved by our comptroller’s office, so that 
I am reasonably sure that the revenue will be sufficient to pay for the 


~— 

As to the second, the trustee is the 75 percent owner of the foreign- 
owning companies and, since the trustee is out to look out for the 
best interests of the beneficiaries, I would assume that, if there is 
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nothing else, the trustee would assure itself that the transferee does 
make those earnings available to the Victory Carriers. 

Mr. ALLEN. It gets down to the good faith of the trustee and the 
fact that the trustee has within its control sufficient assets to pay this 
$50 million construction cost ? 

Mr. Morse. In part that, plus the statements of Captain Conway 
and the other directors of United States Petroleum that these earnings 
are to be made available. 

We will see to it that those statements are confirmed in writing by 
the people who control the earnings. 

Mr. Auten. Thank you. 

The Cuarrman. Mr. Dingell. 

Mr. Dinceiit. Thank you, Mr. Chairman. 

I just want to go back to this one particular point, if I may with 
the permission of the Chair. 

You said that you did not clear this with Internal Revenue. Did 
you clear this with the Antitrust Division of the Department of 
Justice ? 

Mr. Morse. No, sir. 

Mr. Dineett. Do you know whether it was cleared with the Anti- 
trust Division of the Department of Justice ? 

Mr. Morsz. No, it was not cleared with them. 

Mr. Dineei,. Do you not think that it should have been cleared 
with Internal Revenue and with the Antitrust Division of the De- 
partment of wis eg 

Mr. Morse. I do not think so, because the trust contemplated that 
new construction would be had by the American company. 

Mr. Dineeii. Yes, but. these other vessels would move into the 
control of Mr. Onassis. 

Mr. Morse. The old vessels, yes. 

Mr. Metz reminds me that the Civil Division of the Department of 
Justice was aware of this transaction because it was spelled out in the 
trust agreement in principle. 

Mr. Dinceut. Let me then ask you this question : 

Do you think that you are serving the best interests of the American 
taxpayers when you ignore the fact that a very large tax windfall was 
or most probably would have been conferred on Mr. Onassis in this 
particular case ? 

Mr. ax If we were to consider some other person, other than 
Mr. Onassis, would you expect me to consider the tax consequences? 

Mr. Dincexy. I would say any person. 

Mr. Morse. I think I am not the one that should be concerned with 
the tax implications. 

The CuarrMan. I really do not think that that is a fair question to 
ask of the witness. 

Mr. Morse. Mr. Bonner, I do not think I am concerned with the tax 
implications. Those are the tax laws. 

The CHarrman. | understand that. We have had the Internal 
Revenue people here. Now we are interested in this trust and what is 
going to happen under the trust. 

We had the Internal Revenue people here. It is like asking the 
fellow about beating his wife. 

Mr. Zetenko. Mr. Chairman, I have one question. 

Mr. Dincew.. I want to hold the floor, if I may, Mr. Chairman. 
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The Cuatrman. I want to hold the discussion to this question. We 
have had other witnesses of whom you could have asked that question. 

Mr. Dinceuu. I regret that I was in another committee yesterday, 
but I am very concerned with this and I do feel very strongly about 
we Mr. Chairman. 

I do not intend to cast any reflections on Mr. Morse. If he were 
to say that he felt that it is not his prerogative and that the law should 
be changed, I think that perhaps that is a subject that we or another 
appropriate congressional committee might consider. 

Mr. Zeuenko. | have one more question. 

The Cuairman. Do you have many more questions ? 

Mr. ZELENKO. I| have just one question. 

Mr. Morse, when you were here last week, you submitted to us a 
statement on the benefits to American labor that this program gener- 
ally would confer, and you listed the Onassis deal as one which would 
confer such benefits. You submitted such figures. 

Coming dew to what we have learned in regard to thé Onassis 
transaction, Captain Conway said that these three new vessels were 
not going to be built until starting sometime in 1958 or 1959. That 
means that, as far as those vessels are concerned, we do not have any 
American employment hours on those vessels for at least a year or two. 

In the meantime, at least six shiploads of American seamen have 
been put on the beach as a result of these transfers in the Onassis trans- 
action. That is six ships transferred to foreign flag. 

How do you reconcile the actual fact in this transaction with the loss 
of employment of at least 250 American workers for 2 years with your 
statement that the transaction now is not losing any American employ- 
ment ¢ 

Mr. Morse. I made no statement that that transaction now was not 
losing any American employment, but it is a fact that the overall pic- 
ture will result in more American employment in the shipyards and 
aboard ship than if those old ships were retained under American 
flag. 

Mr. ZeLenxo. Then by the figures which you submitted you mean, 
and you say overall, that'it is contemplated that sometime in the future, 
if this entire transaction is completed, there will eventually be more 
man-hours of American labor employed. Is that what you meant? 

Mr. Morse. Precisely. 

Mr. ZeLenko. But, when you submitted these figures, you were not 
stating that that is taking plaee now 4 

Mr. Morse. No; and that statement did not so indicate. 

Mr. ZELENKO. I see. 

I have one morethmg. Then you will agree that, if there is a possi- 
bility that those ships are not completed andthe 14 ships are trans- 
ferred, at least 500 American seamen will have lost their jobs; is that 
right? 

Mr. Morse. Certainly. 

Mr. Zetenxo. And American labor for those 500 men would not 
have been replaced ? 

Mr. Morse. That is correct. 

Mr. ZELENKO. Would it not have been better then to hold up the 
transfer to foreign flag on behalf of American labor to be sure that 
you have a continuous flow of income to American labor, rather than 
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give up now a few hundred American jobs in the hope that in the 
future you may make it up? 

Do you not think that 1t would have been better to keep these men 
working, rather than to put them out of jobs? 

Mr. Morse. There are two answers to that. 

One is that it is not just a hope that we will have employment. 

The second answer is a question as to whether the new building 
would be made at all if the transfers were delayed until the new ships 
were put into operation. 

Mr. ZELENKO. If the transfers were delayed, these American seamen 
would still have their employment, because the ships are working now ; 
is that right ? 

Mr. Morse. Certainly, but then you might not have gotten the new 
ships. Which do you want the most? 

Mr. ZELENKO. The point is that it is a question as to which we want 
the most: Present employment giving American labor a wage, or 
taking jobs away from them on the basis that in the future some other 
American workers will get their jobs back. 

That is the question in which I am interested. My question is, 
Why you take away at least a few hundred jobs now in the hope that 
in the future you are going to make more jobs? 

Mr. Morse. Well, there is more than adequate employment on the 
American-flag ships at the present time. There are no men on the 
beach looking for jobs. 

Mr. ZEeLENKO. I disagree with you, sir, most respectfully, because 
I can submit figures to you to show you that, but the point is that you 
will concede that American maritime labor also has a stake in this 
transaction; is that right? 

Mr. Morse. Yes; and I think they are benefiting by this proposal. 
/ — ZELENKO. Would you say that they are benefiting by losing their 
JOOS ¢ 

Mr. Morse. Well, you and I have a different approach on this, Mr. 
Zelenko. I do not think that I can convince you or that you can 
convince me. 

The Cuarrman. I want to conclude with this statement. Of course, 
if it is not agreeable to the committee, I would be glad for anybody 
to suggest a change. 

It appears that possibly, as a result of the hearings before this com- 
mittee, you are not now satisfied with the assurances furnished by the 
applicants for transfer of ownership of the so-called Onassis ships 
regarding contruction of new American-flag tankers. 

As indicated to you, I am greatly concerned lest your control of the 
situation be lost before satisfactory assurances be secured. It is re- 
quested that you keep the committee informed as to the steps you are 
taking to make certain that the new vessels be built, and the necessary 
— therefrom be assured from the Liberian owner of the existing 
vessels. 

Mr. Morsr. I will be happy to doso. 

The Cuamman. Thank you, Mr. Morse, for your testimony. You 
will keep the committee informed? That statement is practically cor- 
rect, is it not? 

Mr. Totzerson. I would like to question him on that first sentence. 
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The Cuarrman. From your own testimony, I have said here that 
you are not thoroughly assured yourself, because you have said that 
you are going to get further assurances and a more binding contract. 

That is what you said ? 

Mr. Morse. I am not assured at the present moment because the 
documents have not been drafted as a condition precedent to the 
transfer of ownership. 

The CHatrman. Would it be satisfactory if I merely added the 
words “you appear to be”? 

Mr. Morse. Well, I am not unsure at all in my mind that we will 
_— a workable deal. I am satisfied that we will have a workable 

eal. 

The Cuarrman. But you have said, Mr. Morse, since you came in 
here and since the hearing started, that you are going to ask for 
things further than those things that you now have. 

Mr. Morse. Certainly. These are merely approvals in principle 
which we have issued here. 

Mr. TotieFson. I was just not sure that Mr. Morse wanted to say 
that the first sentence stated what was in his mind. I do not think 
that it does. 

Mr. Roseson. Will the gentleman yield? 

I thought that that was Mr. Bonner’s, the chairman’s, statement to 
Mr. Morse. 

Mr. ZELENKO. That was a résumé of what Mr. Bonner thought Mr. 
Morse had said. 

Mr. Morse. Mr. Bonner read a statement to me and asked if I would 
supply the material, and I said that I would be happy to supply the 
material. 

The Cuarrman. The first sentence is my statement. 

Mr. Rosgson. I thought that. 

The Cuarrman. I feel that way, Mr. Tollefson. 

Mr. Touuerson. I would like to read this sentence again : 

It appears that possibly, as a result of the hearings before this committee, 
you are not now satisfied with the assurances furnished by the applicants for 
transfer of ownership of the so-called Onassis ships regarding construction of the 
American-flag tankers. 

The Cuarrman. That is my statement. I stated that. 

Mr. ZeLtENKoO. It should be “I,” then, instead of “you.” 

The Cuarrman. I agree that neither one of us is satisfied. I think 
he and I both are not thoroughly satisfied. 

Mr. Morse. I agree with you, Mr. Bonner, that the hearing has 
pointed up some of the things that we have to cover adequately in the 
documents. 

The Cuarrman. I think that they have been wholesome hearings. 

Are there any further questions ? 

Thank you, sir. 

(The following material was furnished for insertion.) 


Aprit 11, 1957. 
Hon. CLARENCE G. MorSE, 


Maritime Administrator, 
Department of Commerce, Washington, D. C. 


DEAR Mr. CHAIRMAN: Reference is made to my letter to you of March 8, in 
which I requested that you withhold all further steps toward the completion of 
transactions growing out of the settlement made between the United States and 
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Aristoteles Socrates Onassis of actions involving foreign ownership of American- 
flag tankers. This request was based upon certain questions that had been raised 
about this transaction, which the committee wished to explore before it had 
become a fully accomplished fact. 

It is my understanding that at the time of my letter you had already indicated 
approval for the transfer of flag, without change of ownership, of 12 tankers and 
2 Liberty ships which had been involved in the transactions in question. Trans- 
fer of registry of 6 of the 14 ships had been accomplished by their American 
owners. The remaining 8 were in process of flag transfer, but were voluntarily 
held up, pending the hearings just concluded today. 

I am writing to you at this time to advise you that in view of the understanding 
reached this morning, the request contained in my letter of March 8 is hereby 
withdrawn. That understanding is that you will keep the committee informed 
as to the steps you are taking to make certain that the new vessels will be built 
and the necessary Capital therefor will be assured prior to granting approval of 
the transfer of ownership of the existing vessels. 

In this connection I would like for you to let me know when you are ready to 
take final action relative to the transfer of title to the vessels so you can appear 
before the committee and advise us of the arrangements you have made before 
consummation of the transaction. I appreciate your cooperation in this entire 
matter. 

Sincerely, 
IlerBeRT C. BONNER, Chairman, 


DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 15, 1957. 
Hon. Herpert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


DbAR MR. CHAIRMAN: Attached are the following, to be made a part of the 
record, as requested by you on April 11, 1957: 

1. Application of United States Petroleum Carriers, Inc., Victory Carriers, Inc., 
Western Tankers, Inc., and Trafalgar Steamship Corp., and attachments to said 
application. 

The statement by which Maritime was first notified of the intention to dissolve 
and liquidate all the above-named corporations except Victory Carriers, Ine., is 
one of these attachments. Accordingly, the record should be supplemented to 
show that Maritime first learned of the contemplated dissolution and liquidation 
proceedings when it received this statement which was attached to the applica- 
tion dated December 27, 1956, 

~. Letter from the Maritime Administrator to United States Petroleum Car- 
riers, Inc., dated December 10, 1956, approving in principle “the transfer to 
Panamanian or Liberian ownership and Panamanian or Liberian registry and 
flag” of the vesseis therein referred to, being the 14 vessels referred to at various 
times in the hearings as the 14 “transferred-out” vessels. 

3. Letter from the Deputy Maritime Administrator to Kirlin, Campbell & 
Keating, dated January 25, 1957, providing, among other things, that when and 
if appropriate applications are filed pursuant to section 37 of the Shipping Act, 
1916, as amended, for transfer to Liberian ownership of the 14 vessels approved 
for transfer to Liberian registry and flag, such applications would be considered 
and approval granted if consistent with the foreign transfer policy of the Mari- 
time Administration existing at the time of filing. 

4 Letter from the Maritime Administrator to United States Petroleum Car- 
riers, Inc., and Victory Carriers, Inc., dated January 29, 1957, granting approval 
in principle “of the transfer of ownership” of the 14 vessels named therein “to 
a corporation or corporations to be formed under the laws of the Republic of 
Liberia.” 

At one of the sessions, I believe I made the statement that bank commitments 
or loans had been obtained in connection with the new construction and that the 
banks were content to rely upon the integrity and reputation of the various 
parties involved and did not insist upon any further security such as bonds, cash 
deposits, or assignments of charter hire. Since making that statement I have 
checked further into the matter and find that I was wrong and that no bank 
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loans or commitments have either been applied for or granted but that the ship- 
yard (Bethlehem Steel) was willing to accept the contract for the new construc- 
tion without further security than the reputation and integrity of the parties 
with whom it was dealing, the payment of the $1,795,500 downpayment, and the 
provisions in the construction contract for progress payments as the construc- 
tion work progresses. 
Sincerely yours, 
CLARENCE G. MORSE, 
Maritime Administrator, 


Fors Approved; Budget Bureau No. 41-R1660 


Pores MA-29 U.S. DEPARTMENT OF COMMERCE 
(Rev. 5-7-54) APPLICATION TO MARITIME ADMINISTRATION 
U. S. DEPARTMENT OF COMMERCE 
MARITIME ADMINISTRATION 
Under Sections 9, 37 and 41 of the Shipping Act, 1916, a5 amended, 

(U.S.C. Title 46, Sections 808, 835 and 839) 


Date 
To _ MARITIME ADMINISTRATION, Washington 25, D. C. December 27, 1956 











United States Petroleum Carriers, Incorporated, Victory Carriers, Inc., 
Western Tankers, Inc, and Trafalgar Steamship Corporation (All 
THE UNDERSIGNED, _— De laware Corporations) _ 


(Neme of owner of record of vessel) 





__©55 liadison Avenue, New York 2], LY. nian 
(Address of owner) (Citizenship of ona 
the ownerS of the vesselSdescribed below (hereinafter referred to as the "“vesseH) hereby aT for 
the approval required by Sections 9, 37 and41 of the Shipping Act, 1916, as amended of: (a) the proposed 
transfer of the vesselfto foreign registry, viz., to Liberian ____ registry; andere 
(b) the proposed 2aakac AO ODGOURN GIDE EP OOO FAD ORS AID OD AIC NAT to an alien, namely, 
trans*er 


ve organized under the laws of Liberia 


& Corporation 


(Newe, eddress and citizenship of alien) 


and represents the following information to be accurate and true 
i DESCR IPT LON OF VESSEL 





(a) Name of vessel and official number aaa | ce Former | names or designations de ak 
(See Sche el Attached) | 
a iacne . eS ee eee — _ ae _— a 
(c) Type | (a) Steel or wood | (e) Propulsive (f) Speed— horse- (8) Length 
| | power - fuel power 
4 +- = —_ . — — — [—— 
(h) When and where built Ras ati TONNAGE nae — 
(i) Dwt | (i) Gross | (kh) Net 
2. CONCERNING VESSEL’ S DUCUMENT AND HOME PORT 2 aacnennendsunmalllt 
(a) Present home port of vessel T (b) Present document Check which) 
(See Schedule II Attache | Is vessel Registered Enrolled —_.. Licensed 
3. COMPLEMENT OF VESSEL 
(a) Total ] Officers |Crew cx 
: | 
(See Schequle If Attached 


d Lb ¥ — 
(b) Will employment be available for these officers and crew if ship sold or transferred? 


Not Appli 








4. OPERATION OF VESSEL UNDER AMERICAN REGISTKY AND/OR OWNERSHIP 
(a) In what trade generally has vessel been operated during the last two years? 








See Schedule II At 
(b) Is vessel now in operation? yes Ne If "yes," does owner intend t remain in ship oper- 
ating business, and how is it proposed t take care f U.S shippers formerly served by this ship? 
er tate t Attac 
(c) If laid up give locatior How long 1(d) To be replaced By new construction; Or otherwise 
+ A ~¢ > | In+ 
Ap} LCé € } l ds, iC — - as ae 
(e) When acquired From whom At what st* 
e sh e At ed 
I “ — 
(f) Has vessel beer ffered for sale to American Citizens? Yes N Period f time market 


What offers were received and at what prices 


atement Atte 
(wee UF 4 
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(g) Sale price* Terms * * This is desired for the con- 


(See Ctatement Attaclied fidential information of the 
eec - c 4UGAC! : ds " 

5S. REASONS FOR SALE ( TRANSFER: Note: The following is to be filled in b p 

(@) Owner’s reason for desiring to effect said sale or transfer: (If space is insufficient, use addendum sheet). 





To construct new vescels in U,S 


Shipyards for operation under U,S, Flag 





(b) What stock ownership in purchasing corporation is, or is to be, owned by, or to be pledged to, as 
security to the owner, its subsidiaries, its stockholders, its holding company, or its affiliated companies? 


(See Statere:t Attached) 











6. CONCERNING REPLACEMENT OF VESSEL: 


(a) If vessel is 1,350 gross tons or over, is not less than 12 years old, and has been owned by the 
applicant for three (3) years prior to the date hereof, would applicant be interested in turning in 
Said vessel to the Maritime Administration as credit towards the construction of a new vessel, 
pursuant to Sections 507 or 510 of the Merchant Marine Act 1936, as amended? 


Not Apo icable 


(b) If vessel. is not to be turned in and credit towards new construction not requested, what are the 
reasons for this decision on the part of the applicant? 


Appl le 


(c) If applicant proposes to dispose of vessel other than through Not, Applicable 
Section 510, are proceeds therefrom to be reinvested in new tonnage? . UJ Yes 


Ames Victory, Coe Victory, Coeur D'Alene Victory, Jefferson City Victory, 


Longview Victory, Mankato Victo and Northwestern Victo 
8. IF VESSEL IS TO BE CWARTERED TO ALIENS: 





(d) Delivery date under charter or 
loading date 


(e) Trading lisits 





(f) Commodities to be carried 





(g) Business, trade and nationality of alien charterer; 





(Please continwe fore on reverse side) Coma-DC 39200 
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9. LIENS AND MORTGAGES: 


(a) State what preferred mortgages, liens or encumbrances, if any, are recorded against the yessel at 
the present time. 















__(See Schedule IV Attached) 








No Alien mortgages will be i 









10. ADDITIONAL DOCUMENTS: 


Applicast for approval of transfer to foreign registry and/or sale, or mortgage to an alien, eust 
furnish certificate of Collector of Customs at Home Port of vessel, stating name of registered owner 
of vessel; also stating whether any preferred mortgages, ordinary sortgages and/or liens are of record 
@gainet it; and, if any, describing thea. If the vessel has a preferred mortgage on it, the written 
consent to the surrender of the marine document incident to the sale or transfer of id vessel must 
be filed, duly signed and acknowledged by the preferred mortgagee. In case of charter to an alien, 
furnish a certified copy of Charter Party Agreement; or, if not executed, furnish a complete statement 
of the terms which are to be incorporated therein, and, if approval is granted, acertified copyof the 
charter party must be filed conforming thereto or such approval shall be vitiated. 



















THE ALIEN INVOLVED: 





(a) Is @ citizen of Liberia als 













If alien is @ corporation, also state 
(1) Place and date of incorporation: _ Monrovia, Liberia _ 






(2) Names, addresses and nationality of directors and officers 






tp & 1Y¥ . Americen 
s Anericen 


ite Carlo, Monte Carlo, Monacao - Greek 









Vlassopoulos, 17 Avenue De 






Pierre 25 Place Du Marche St. Honore, Paris, France - French 





(3) Newes, addresses and pationality of owners of stocks and percentage of stock owns ape 
Grace National Bank of New York, as Trustee under Trust Agreement da 

10, 1956 between Aristoteles S. Onassis and Grace National Bank 

7 Hanover Square, New York, /.Y., - American - 75% 

Sociedad Industrial Marit _Financiera Ariona, Panama S,A., 1481 Mizionez 

Montevideo, Uruguay-Panamanian - 25% 
























- 


(b) State the business of the alien purchaser, charterer or mortgagee 





Shipowner 







(c) If @ shipowner, give names of vessels being owned or operated and 
registry. 






and ander shat 





in what trades, 





Vessels covered by this application, in forei 


trade, under 








__Liberian Registry, 







(4) Will the seller or its affiliated corporations or persons make any agreements with the purchaser to 
operate this or any other of the purchaser's vessels through charter or otherwise, or to act as 
operating agent, general agent or sub-agent? If so, outline all such arrangements: 






It is contemplated that Victory Carriers, Inc, 






Will act as a sub-agent when vessels enter U.S, Ports, 
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12. PROPOSED EMPLOYMENT asain 


Give details as to intended use and trade in which the vessel will be operated under foreign registry, 
Such os, commodities to be carried; range of ports, etc. This question must be answered in detail. 


Schedule IV Attached) 


{c 
(See 






13. CONDITIONS ANNEXED TO APPROVAL 


Under the provisions of Sec. 41 of the Shipping Act, 1916, conditions may be annexed to any approval 
that may be given pursuant tothis application, the failure of performance of which entails the penal- 
ties of the law. An agreement guaranteeing performance of any such conditions, secured by a surety 4 ‘ 
company bond or other surety satisfactory to the Maritime Administration, will be required } 


. 
| 


The particular attention of the applicant is directed tothe following provisions of the said Sec. 41 i 


Shenever by this Act the approval of the board is required to render any act or 
transaction lawl, whoever knowingly sakes any false statement of a material fact 
to the board (Maritiwe Administration), or to any sember thereof, or to any officer, ‘ 
attorney, or agent thereof, for the purpose of securing such approval, shall be : 
guilty of a eisdemeanor and subject to a fine of not sore than $5,000, or to impris- | i 

’ 





onment for not sore than five years, or both. 








14. INSTRUCTIONS FOR EXECUTING THIS APPLICATION eee a : j ( 


















(a) If signed by an agentof the owner, proper evidence of the authority under which agent acts must be | ‘ 
attached hereto. (b) If the owner is a corporation, name and title of executive official executing | 
this application, must be given, and Secretary thereof must attest it, and affix corporate seal | if 
(c) If practicable, the proposed vendee, charterer or mortgagee, as the case may be, should also 
Sign this application; if he does not do so, state the reason. The vendee, charterer or mortgagee I 
will be deemed to adopt and approve the statements herein contained. If executed for vendee, char- 
terer or mortgagee by an agent attorney, evidence of authority to so act sust be attached 


IN WITNESS WHEREOF this application has been duly executed at __New York, N.Y, ° : 





thie__27th _____s day of ____Decemher ss ,:-19_ 56 a 
United States Petrolew ated | 
Witness /Attest Victory Carriers, Inc., » Mc., 








Trafalgar Steamship Corporation 


(Present owneMof vessel f 
Pierson 


companies 


Secretary of all 





Witness /Attest By 


wanville Conway 











charterer or mortgagee) 





(Proposed vendee, 











Fors MA-29 (Rev. 5-17-54) Comm-DC 39200 i 
in 
m 
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STATEMENT 


This application is made in connection with a trade-out-and-build program 
provided for in the notice of policy, effective November 5, 1956, setting forth the 
policy of the Maritime Administration with respect to the transfer foreign of 
United States documented vessels. 

By letter, dated December 10, 1956, addressed to United States Petroleum Car- 
riers, Inc. (one of the within applicants), Mr. Clarence G. Morse, the Maritime 
Administrator, approved, in principle, pursuant to sections 9 and 37 of the Ship- 
ping Act of 1916, as amended, the transfer by the applicants to Panamanian or 
Liberian ownership and Panamanian or Liberian registry and flag of 11 United 
States flag T-2 type tankers, the tanker Olympic Games, and 2 Liberty-type ves- 
sels, in consideration for the construction in the United States by United States 
Petroleum Carriers, Inc., or any United States affiliate or subsidiary corporation 
thereof, for United States flag documentation and operation, of 3 new tankers to 
aggregate not less than 198,450 deadweight tons and having the characteristics 
mentioned in said approval letter. Such approval, in principle, was made specifi- 
cally subject to the terms and conditions set forth in part I, paragraph B and 
part III, paragraph A, of the aforementioned notice of policy. The specific 
vessels which the applicants propose to transfer to foreign flag and ownership, in 
accordance with the aforementioned approval letter, are listed and described in 
schedule I hereto annexed. 


RELATIONSHIP OF APPLICANTS 


United States Petroleum Carriers, Inc., is a Delaware corporation with an 
authorized capital of 1,000 shares of no par value stock, all of which has been 
issued and is presently outstanding. 750 shares of the stock are held by Grace 
National Bank of New York, as trustee of the trust established under agreement, 
dated August 10, 1956, between Aristoteles B. Onassis and said bank (herein- 
after referred to as “trustee of the Onassis Trust”), and the other 250 shares are 
owned by Sociedad Industrial Maritima Financiera Ariona, Panama, S8. A., a 
Panamanian corporation. 

Victory Carriers, Inc., is a Delaware corporation with an authorized capital of 
2,000 shares of no par value stock, all of which has been issued and is presently 
outstanding and is owned by United States Petroleum Carriers, Inc. Such stock 
is presently pledged with the First National City Bank of New York, as trustee 
under preferred ship mortgage and indenture, dated as of September 1, 1951, as 
amended by first supplemental indenture, dated as of December 1, 1956, from 
United States Petroleum Carriers, Ine. 

Western Tankers, Inec., is a Delaware corporation with an authorized capital 
of 1,000 shares of stock with a par value of $1 per share. All of such stock 
has been issued and is presently outstanding and is owned by Victory Carriers, 
Ine. 

Trafalgar Steamship Corp. is a Delaware corporation with an authorized 
capital of 1,000 shares of stock with a par value of $1 per share. All of said 
stock has been issued and is presently outstanding. 450 of such shares are 
owned by Grace National Bank of New York, as trustee of the Onassis Trust 
150 of such shares are owned by Sociedad Industrial Maritime Financiera 
Ariona, Panama, 8S. A., and 400 shares are owned by United States Petroleum 
Carriers, Inc. The shares owned by United States Petroleum Carriers, Inc., 
are presently pledged with the First National City Bank of New York, as trus- 
tees under the aforesaid preferred ship mortgage and indenture. 


PROPOSED PROCEDURE WITH RESPECT TO THE TRANSFER OF THLE VESSELS TO FOREIGN 
OWNERSHIP AND FLAG AND THE CONSTRUCTION OF NEW UNITED STATES OWNED 
AND DOCUMENTED TANKERS 


It is proposed that the ultimate transfer of the vessels listed and described 
in schedule I hereof to foreign flag and ownership shall be effectuated by 
means of intercorporate proceedings, substantially as follows: 

(1) Grace National Bank of New York, as trustee of the Onassis Trust, 
and Sociedad Industrial Maritime Financiera Ariona, Panama, S. A. (here- 
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inafter called Ariona) will transfer to United States Petroleum Carriers, Inc. 
(hereinafter called USP) the 450 shares and the 150 shares of stock of Trafalgar 
Steamship Corp. (hereinafter called Trafalgar) which said trustee and Ariona 
now Own respectively. 

(2) Victory Carriers, Inc. (hereinafter called Victory) will distribute to USP 
the 1,000 shares of the stock of Western Tankers, Inc. (hereinafter called 
Western) and the two Liberty ships, now held by Victory. 

(3) Western will dissolve and will distribute its assets in liquidation to 
USP in exchange for the surrender by USP of all of the stock of Western. 
for cancellation. 

(4) Trafalgar will dissolve and will distribute its assets in liquidation to 
USP in exchange for the surrender by USP of all of the stock of Trafalgar, for 
cancellation. 

(5) USP will distribute the 2,000 shares of Victory stock pro rata to the 
stockholders of USP, to wit, 1,500 shares to the trustee of the Onassis Trust and 
500 shares to Ariona. 

(6) A Liberian corporation (hereinafter called Liberia) will be formed and 
will issue all of its authorized capital stock to the present stockholders of USP, 
in proportion to their respective stockholdings in USP, in exchange for all of the 
USP stock. 

(7) USP will dissolve and will distribute its assets in liquidation to Liberia, 
in exchange for the surrender by Liberia of all of the stock of USP, for cancella- 
tion. As a result of such liquidation of USP, title to the 12 tankers and the 2 
Liberty ships will pass to Liberia. 

(8) While the foregoing steps are in process, the new shipbuilding program, 
required by the Maritime Administrator's letter of December 10, 1956 will be 
proceeding in accordance with the shipbuilding contract entered into on Decem- 
ber 13, 1956, between Bethlehem Steel Co. and Victory Carriers, Inc., a copy of 
which contract has been heretofore submitted. 
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Schedule IV 
9, LIENS AND MORTGAGES 


(a) State what preferred mortgages, liens or encumbrances, if any, are re- 
corded against the vessels at the present time. 
United States Petroleum Carriers, Inc. 

Arickaree, Battle Rock, Camp Namanu, Fort Bridger, Lake George and Stony 
Point.—Preferred ship mortgage and indenture, dated as September 1, 1951, from 
United States Petroleum Carriers, Inc., mortgagor, to the First National City 
Bank of New York (formerly named the National City Bank of New York), as 
trustee, mortgagee and a first supplemental indenture dated November 30, 1956, 
as of December 1, 1956, from United States Petroleum Carriers, Inc., to the First 
National City Bank of New York, trustee, mortgagee. 


Victory Carriers, Inc. 


Heywood Broun.—USMA preferred mortgage, dated February 23, 1951. 
Lewis Emery, Jr—USMA preferred mortgage dated February 23, 1951. 


Western Tankers, Inc. 


McKittrick Hills —USMA preferred mortgage dated March 15, 1948. 

Montebello Hillis —USMA preferred mortgage dated February 24, 1948. 

Olympic Games and William A. M. Burden.—First preferred tleet mortgage, 
dated September 12, 1951, from Western Tankers, Inc., to United States Petroleum 
Carriers, Inc., and assigned to the First National City Bank of New York 
(formerly named the National City Bank of New York), as trustee, mortgagee 
under preferred ship mortgage and indenture, dated as of September 1, 1951. 


Trafalgar Steamship Corp. 

Federal and Republic.—First preferred fleet mortgage, dated February 9, 1951, 
from Trafalgar Steamship Corp. to Ocean Trading, Inc., and assigned to the 
First National City Bank of New York (formerly named the National City Bank 
of New York) as trustee under indenture of trust, dated as of February 1, 1951, 
from Ocean Trading, Inc. 


12. PROPOSED EMPLOYMENT 


It is intended to use the tanker vessels to carry petroleum products in the 
following trades— 
United States Petroleum Carriers, Inc. 


Persian Gulf/Caribbean 
Western Hemisphere Eastern Hemisphere 


Arickaree Fort Bridger 
Battle Rock Stony Point 
Camp Namanu 

Lake George 


Western Tankers, Inc. 


Persian Gulf/Caribbean 


Western Hemisphere Eastern Hemisphere 
McKittrick Hills Olympic Games 
Montebello Hills William A. M. Burden 


Trafalgar Steamship Corp. 


Persian Gulf /Caribbean 
Western Hemisphere Eastern Hemisphere 


Republic Federal 
It is intended to use the dry-cargo vessels Heywood Broun and Lewis Emery, 


Jr., of Victory Carriers, Inc., for bulk cargoes in world trading (within warranty 
limits). 
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DECEMBER, 10, 1956. 
Subject: Trade-out-and-build program. 
UNITED STATES PETROLEUM CARRIERS, INC., 
New York 21,N. Y. 


GENTLEMEN: Reference is made to memorandum dated November 20, 1956, 
submitted to the undersigned by Mr. Thomas R. Lincoln, vice president of your 
company, confirming a change in the United States shipbuilding program of 
your company, so as to request approval in principle of the transfer to foreign 
ownership and registry of 11 United States-flag T-2 type tankers, the tanker 
Olympic Games and 2 United States-flag Liberty dry-cargo vessels, in considera- 
tion for the construction in the United States by your company of a total of 
198,450 deadweight tons. Incorporated in the memorandum of November 20, 
1956, were the following : 

(a) That the 14 United States-flag vessels to be transferred foreign will 
be transferred to a Panamanian corporation of which 75 percent of the 
stock is to be owned by a trustee for the benefit of the children (United 
States citizens) of Mr. A. S. Onassis and 25 percent to be owned by Mr. 
Onassis, and that the trustee so appointed for the children will be an indi- 
vidual acceptable to the Maritime Administration ; 

(bo) That the 14 vessels to be transferred to foreign ownership will be 
sold at prices set forth in the trust agreement, namely, not less than $900,000 
for each T-2, $1,350,000 for the Olympic Games, and $550,000 for each 
Liberty-type vessel : 

(c) That, upon the execution and filing with the Maritime Administration 
of the construction contracts for the new vessels, aggregating 198,450 dead- 
weight tons, the Maritime Administration will approve the transfer to 
foreign ownership and registry of the 14 United States-flag vessels, pro- 
vided that the Maritime Administration is satisfied as to the capabilities 
of your company to complete the United States construction program; and 

(d@) That your company may apply for mortgage insurance and also may 
eventually apply for construction differential subsidy for the new ship- 
building program, provided the terms and conditions of such subsidy are 
workable. 

Your company advised orally on December 6, 1956, that the vessels which are 
to be constructed in the United States for United States-flag operation will con- 
sist of 1 tanker of 100,000 deadweight tons with speed of 18% knots, and 2 
tankers (of the World Glory type) of 46,000 deadweight tons each, with speed 
of 16.9 knots. 

The proposal of your company, as now understood from the memorandum of 
November 20, 1956, as orally clarified on December 6, 1956, is acceptable to the 
Maritime Administration. Accordingly, approval in principle has today been 
granted, pursuant to sections 9 and 37 of the Shipping Act, 1916, as amended, 
of the transfer to Panamanian or Liberian ownership and Panamanian or 
Liberian registry and flag of 11 United States-flag T—2 type tankers, the tanker 
Olympic Games, and 2 Liberty dry-cargo vessels, in consideration for the 
construction in the United States by United States Petroleum Carriers, Inc., or 
any United States affiliate or subsidiary corporation thereof, for United States- 
flag documentation and operation, of 3 new tankers to aggregate not less than 
198,450 deadweight tons, of the following characteristics : 

One to be of 100,000 deadweight tons or more, with trial speed of 18% 
knots and service speed of 17.5 knots. 

Two (of the World Glory type) to be of 46,000 deadweight tons each or 
more, with speed of 16.9 knots or more. 

The above approval in principle is subject to the terms and conditions set forth 
in part I, paragraph B, and part III, paragraph A of the notice of policy, copy 
of which is enclosed, setting forth the Maritime Administration’s foreign transfer 
policy, effective November 5, 1956. Formal transfer orders evidencing the Mari- 
time Administration’s approval, pursuant to sections 9, 37, and 41 of the Ship- 
ping Act, 1916, as amended, with respect to the vessels to be transferred to 
foreign ownership and registry will not be issued until all of the terms and 
conditions under the indicated paragraphs of the notice of policy have been com- 
plied with to the satisfaction of the Maritime Administration, and appropriate 
documents have been executed and filed with, and approved by, the Maritime 
Administration. 

In addition, the preferred mortgage now recorded against the T-2 type tankers 
McKittrick Hills and Montebello Hills, owned by Western Tankers, Inc., in favor 
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of the Maritime Administration, will be required to be satisfied of record prior 
to the transfer of said vessels to foreign ownership and registry. 

The approval hereby granted in principle is not be construed as any approval 
required pursuant to title XI of the Merchant Marine Act, 1936, as amended, for 
mortgage insurance, nor for construction differential subsidy allowance, each of 
which applications shall be considered on its merits and in accordance with 
statutory requirements of the rules and regulations of the Maritime Administra- 
tion on the subject. 

Sincerely yours, 
CLARENCE G. Morskr, 
Maritime Administrator. 


(This letter is to serve as formal action by the Maritime Administrator. ) 


JANUARY 25, 1957 
KIRLIN, CAMPBELL & KEATING, 
New York, N. Y. 
(Attention: Mr. Charles S. Cunningham. ) 

DeAR Sirs: Reference is made to your letter of January 10, 1957, and also 
letter dated January 8, 1957, from United States Petroleum Carriers, Inc., Victory 
Carriers, Inc., Western Tankers, Inc., and Trafalgar Steamship Corp., and prior 
correspondence in connection with the Maritime Administrator’s approval in 
principle on December 10, 1956, of the trade-out and-build proposal of United 
States Petroleum Carriers, Inc., involving the construction in the United States 
for United States-flag documentation and operation of 3 tankers aggregating not 
less than 198,450 deadweight tons and the transfer to foreign ownership and/or 
registry of 12 United States-flag tankers and 2 Liberty dry-cargo vessels. 

The Maritime Administrator has today formalized the approval granted in 
principle on December 10, 1956, subject to the execution of contracts by Victory 
Carriers, Inc., and the owners of the vessels which are to be transferred, embody- 
ing the terms and conditions of the Maritime Administrator's approval. 

In accordance with that approval, there are transmitted herewith, in quintupli 
cate, for execution as required thereby, the following contracts : 

Contract No. MA 

1439 Covering builder's hulls Nos. 1671, 1672, and 1681 

1440 Arickaree 

1441 Battle Rock 

1442 Camp Namanu 

1448 Fort Bridger 

1444. Lake George 

1445 Stony Point 

1446 Heywood Broun 

1447 Lewis Emery, Jr. 

1448 McKittrick Hills 

1449 Montebello Hills 

1450 Olympic Games 

1451 William A. M. Burden 

1452 Federal 

1453 Republic 
The original and one copy of each said contract, duly executed, and supported 
by certificates of board of directors’ resolutions of each corporation involved, 
are to be returned to the Maritime Administration. Upon approval as to ex- 
ecution by Counsel for the Maritime Administration, the Maritime Administra- 
tion will issue appropriate transfer orders in evidence of its approval of the 
transfer of the above-named 14 vessels to Liberian registry and flag. With re- 
spect to the vessels Haywood Broun, Lewis Emery, Jr., McKittrick Hills, and Mon- 
tebello Hills, the requirement is made that the preferred mortgage now re- 
corded against each said vessel in favor of the Maritime Administration be 
satisfied prior to the issuance of formal orders as to those vessels. 

The approval granted by the Maritime Administrator today, as reflected by 
the attached contracts, of the transfer of registry only of the ships involved, is 
pursuant to the request of United States Petroleum Carriers, Inc. Upon the trans- 
fer of the vessels to Liberian registry and flag, the ships being owned by United 
States citizen corporations, will be subject to section 37 of the Shipping Act, 1916, 
as amended, and may not be transferred to foreign ownership without the prior 
approval of the Maritime Administration. When and if appropriate applications 
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are made for such approval, they will be considered in the light of the foreign 
transfer, policy of the Maritime Administration existing at that time and, if con- 
sistent therewith, the Maritime Administration’s approval will not be withheld. 
Very truly yours, 
WALTER C. Forp, 
Deputy Maritime Administrator. 





JANUARY 29, 1957. 
UNITED STATES PETROLEUM CARRIERS, INC., 
New York, WN. Y., 
and 
Victory CARRIERS, INC., 
New York, N.Y. 

GENTLEMEN: Reference is made to conference in my office today between 
Capt. Granville Conway, president, United States Petroleum Carriers, Inc., and 
Mr. Charles 8. Cunningham, of Kirlin, Campbell & Keating, with respect to 
letter dated January 25, 1957, from the Deputy Maritime Administrator, trans- 
mitting for execution certain contracts to be given in connection with the Mari- 
time Administrator’s approval of the trade-out-and-build program of United 
States Petroleum Carriers, Inc., and Victory Carriers, Inc. Particular reference 
is made to the last paragraph of our letter of January 25, 1957, which, in effect, 
states that, when and if appropriate applications are filed pursuant to section 37 
of the Shipping Act, 1916, as amended, of the transfer to Liberian ownership of 
the 14 vessels approved for transfer to Liberian registry and flag, such applica- 
tions would be considered and approval granted if consistent with the foreign 
transfer policy of the Maritime Administration existing at the time of filing. 

This will confirm advice given to you today that approval in principle is hereby 
granted, pursuant to section 37 of the Shipping Act, 1916, as amended, of the 
transfer of ownership of the vessels Arickaree, official No. 242813; Battle Rock, 
official No. 245332; Camp Namanu, official No. 245670; Fort Bridger, official No. 
245050; Lake George, official No. 244234; Stony Point, official No. 243006; Hey- 
wood Broun, official No. 244263 ; Lewis Emery, Jr., official No. 244482; McKittrick 
Hills, official No. 247017; Montebello Hills, official No. 246851; Olympic Games, 
official No. 260538 ; William A. M. Burden, official No. 243168 ; Federal, official No. 
246998 ; and Republic, official No. 246137, after their documentation under Li- 
berian flag, to a corporation or corporations to be formed under the laws of the 
Republic of Liberia, provided the stock in said corporation or corporations is 
owned or controlled by United States citizens and, provided further, that the 
President and a majority of the directors are citizens of the United States. 

Sincerely yours, 
CLARENCE G. MORSE, 
Maritime Administrator. 


(This letter is to serve as formal action by the Maritime Administrator.) 
The CuatrrmMan. Mr. Broun. 


STATEMENT OF CREON BROUN, STEAMSHIP AGENT, NEW YORK, 
N. Y.—Resumed 


Mr. ZeLtenKo. Mr. Chairman, the only reason that we asked Mr. 
sroun to come back was that, when he was here the last time, he said 
that he had certain checks that he had drawn to people in payment of 
this USP stock which he used for payment for Mr. Onassis. He sub- 
mitted the checks. 

The only reason we wanted to talk to him further was that he had 
apparently drawn one of the checks to cash to himself in the sum of 
$99 000. 

The witness informed me this morning that he has a letter with him 
explaining this. I think that if we had had the letter, we might not 
have had to bother him to come down. 

The CrarrMan. Will you go ahead and read the letter ? 

Mr. Zetenko. He did not inform us of that until this morning. 
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Mr. Brown. It is a letter of the First National City Bank of New 
York, head office, dated April 10, 1957. I had requested them to give 
me that letter so that I can explain the $29,000 cash. 

It is addressed to me at 655 Madison Avenue: 


Drag Mr. Broun: At your request, we are pleased to furnish you with the 
following information according to our records. On May 8, 1956, you ap- 
peared at the First National City Bank of New York, 55 Wall Street, New 
York, N. Y., and indicated that you were there on behalf of Mr. Robert L. 
Berenson for the purpose of paying the unpaid balance in the amount of 
$28,750 and accrued interest of $354.58 on the note of Mr. Robert L. Berenson, 
dated January 17, 1956. We indicated to you at that time that we would ac- 
cept Mr. Berenson’s personal check or cash in payment of this note. At your 
request, we cashed your check No. 563, dated May 8, 1956, for $29,104.58, which 
bore the designation “Creon Broun, Special Account” and which was signed by 
you and drawn on The Chase Manhattan Bank, Park Avenue and 60th Street 
office. We then accepted cash from you in the amount of $29,104.58 in full 
payment of principal in the amount of $28,750 and interest of $354.58 on Mr. 
Berenson’s note. 

It is signed— 

Very truly yours, 
T. F. CARROLL, 
Assistant Cashier, Loan Department. 


Mr. ZetenKo. Mr. Chairman, had we had that letter, we would 
not have required the witness here. 

May I request, for the purpose of completing our record, that the 
checks with the names of the payees, and whatever endorsements ap- 
pear on the backs of the checks, be made part of the record. 

I will not belabor this hearing more. I will not go into ques- 
tions relating to the endorsements. 

To save time, I would like to make them part of the record and 
then return them to Mr. Broun. 

The Cuarrman. Without objection, that will be done. 

The Cuarrman. Are there any further questions of this witness? 

The hearing will now be adjourned until after the Easter recess, 
when they will be resumed if it is determined that further inquiry 
into the principle of the system of tradeout of vessels is deemed neces- 
sary. 

The committee will stand adjourned. 

(Whereupon, at 11:30 a.m., the committee recessed, subject to the 
call of the Chair.) 


x 








